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GOOD MANAGEMENT PROVES ITSELF HERE 


Modern utility management must consider countless details in this era of growing 
demands and system expansion. Increased efficiencies must be sought to keep costs controlled... and 


to keep earnings up. 


The balance sheet is where your investor evaluates your company. Here is reflected 
the skill of your employees, the efficiency of your equipment, the growth possibilities of your system. This 
evaluation directly affects the rate at which securities are underwritten. 


Many factors affecting costs cannot be controlled by management. Rates are set by 
commissions. Wages are negotiated. Operational expenses vary. But you can build into your system a greater 
margin of dependability to reduce the operational cost level. You can install Moloney Transformers. 


Moloney Transformers offer the utmost in overall efficiencies and dependability 
because they are designed and built with the skill born of more than sixty-four years of exclusively manufactur- 
ing ‘ine transformers. Moloney understands utility problems ... Moloney Transformers help to solve them. 


Since 1896... MORE POWER 70 YOU Meso-7 


MOLONEY ELECTRIC CcCOMPAN Y 


MANUFACTURERS OF TRANSFORMERS FOR UTILITIES, 
INDUSTRY AND ELECTRONIC APPLICATIONS 


Sales Offices In All Principal Cities 





ST. LOUIS 20, MO., AND TORONTO, ONT., CAN. 
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Ke several vears, Ronert M. SoLpor- 
SKY, associate professor of finance of 
the State University of lowa, has been 
teaching the discount process as a method 
of arriving at the time-adjusted or eco- 
nomic cost of money capital. It did not 
appear too difficult for the undergraduate 
students to grasp. And a few public util- 
itv officers with whom Sotporsky dis- 
cussed the discounting concept had no 
trouble with it. As a result, the opening 
article in this issue is an effort to bring 
to a larger group of public utility man- 
agement and regulatory people an ex- 
planation of the discounting process. 


A GOOD many corporations are now 
using this process in several parts of their 
analytical and forecasting procedures. It 
is also accepted by economic theorists 
pretty generally, Recent articles and 
books, such as “The Cost of Capital, Cor- 
poration Finance, and the Theory of In- 
vestment,” by Modigliani and Miller, 
present theoretical formulations of the 
process. SoLpDOFsKY has simply given a 
more concrete expression in his article to 
what is implicit in the basic theory. 


THE author was encouraged in this 
work by Professor C. Woody Thompson, 


ROGER B. CORBETT 


a} 


ROBERT M. SOLDOFSKY 


director of the Bureau of Business and 
Economic Research at the State Uni- 
versity of Iowa. 


SOLpOFSKY is a graduate of St. Louis 
University (BS, ’42) and Washington 
University (MA, ’48; PhD, ’53). He has 
been instructor at St. Louis University 
and the University of Arkansas before 
joining the faculty of the State Uni- 
versity of Iowa in 19538. 


T’ is a well-known fact that citizens of 
the United States take for granted 
many important elements of their daily 
lives, physical and otherwise. Individual 
and religious liberties, food, clothing, and 
shelter are among the items which the 
average citizen accepts as a matter of 
course, even though in other areas of 
the world they are noticeably lacking. 
Also in this category of things which are 
taken for granted are our public utility 
services. But because the kilowatt-hour is 
not a thing which we can touch or see, or 
which we wear on our backs or serve on 
our tables, we tend to overlook it. We 
know it is there, furnishing an essential 
component for all the other daily living 
services which we enjoy, including food 
and shelter and all the rest. But like the 
air we breathe we do not think of it con- 
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Th: oughout its service territory—in Ohio, 
Per nsylvania, West Virginia, Kentucky, 
Virginia, Maryland and southern New 
York — natural gas continues to be the 
preferred fuel for home and industry. 
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SYSTEM, INC. 


COLUMBIA GAS SYSTEM SERVICE CORPORATION 
COLUMBIA HYDROCARBON CORPORATION 
120 EAST 41st STREET, NEW VORK 17, N.Y, 


CHARLESTON GROUP: UNITED FUEL GAS COMPANY, 1700 MacCORKLE 
AVENUE, S.E., CHARLESTON, WEST VIRGINIA. COLUMBUS GROUP: THE 
OHIO FUEL GAS COMPANY, 99 NORTH FRONT ST., COLUMBUS 15, OHIO. 


PITTSBURGH GROUP: THE MANUFACTURERS LIGHT AND HEAT COM- 
PANY, 800 UNION TRUST BLDG., PITTSBURGH 19, PA. 
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stantly, nor is there any reason why we 
should. 


But it is a good idea now and then to 
consider the relative importance of such 
an essential service, and that is what Dr. 
RocGER B. Corbett, president of the New 
Mexico State University, Las Cruces, 
New Mexico, has done in his article about 
taking utility services for granted which 
begins on page 903. Dr CorsBeETT’s 
splendid inspirational account of what 
electric and other services mean or should 
mean to the average citizen, is substan- 
tially a restatement of a memorable .ad- 
dress which he recently made on the oc- 
casion of the dedication of the Newman 
power station of the El Paso Electric 
Company of Las Cruces. 


Dr. CorBETT is a native of Morgan- 
town, West Virginia, and a graduate of 
Cornell University (BS, ’22; MS, ’23; 
PhD, ’25). He started teaching at Cornell 
and later at Rhode Island State College. 
He was senior economist for the U. S. 
Department of Agriculture from 1933 to 
1936; dean of the College of Agriculture, 
University of Connecticut, from 1937 to 
1940; and director of the Agriculture Ex- 
periment Station, University of Mary- 
land, from 1940 to 1943. He was secre- 
tary-treasurer of the American Farm 
Bureau Federation for a number of vears 
and assumed his duties as president of 
the New Mexico State University in 
1945. 
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PAGES WITH THE EDITORS (Continued) 


bier steady drumfire of criticism of 
our federal regulatory commissions 
is likely to continue for some time, thanks 
to the disclosures of the congressional in- 
vestigators on the House Legislative Over- 
sight Subcommittee. It is a good thing even 
for commission regulation. So far the in- 
vestigators have unearthed many prob- 
lems and a few shortcomings, but on the 
whole our federal regulators have emerged 
as well-qualified men. 


ONE of our newest federal regulators 
is a member of the Civil Aeronautics 
Board, who also has a background in 
regulation at the state level. He is Com- 
MISSIONER ALAN S. Boyp whose article 
on “The Scope and Philosophy of Regula- 
tory Commissions” begins on page 909. 
Since 1955 CoMMISSIONER Boypd was a 
member of the Florida Railroad and Pub- 
lic Utilities Commission. During the past 
vear he was named by President Eisen- 
hower to succeed on the CAB his friend 
and fellow Floridian, Louis J. Hector, an 
outspoken critic of some aspects of com- 
mission regulation. COMMISSIONER Boyp 
recognizes the need of adjustments to re- 
flect changing conditions, But he is op- 
posed to hasty or ill-advised drastic 
surgery as a means of curing regulatory 
shortcomings. In this article he considers 
such problems as regulatory lag, relations 
between commissioners and staff, separa- 
tion and delegation of powers. On the 
whole, he concludes that while self- 
improvement is indicated, commission 
regulation is here to stay and deserves 
continued support and confidence. 


COMMISSIONER Boyp is a native of 
Jacksonville, Florida, who completed his 
formal education at the University of 
Florida and at the University of Virginia 
(LLB, 48). He was a combat pilot in 
World War II as well as Korea. After 
practicing law in Miami, he was ap- 
pointed by Governor Collins to the 
Florida commission in 1955 and elected 
to a full term in 1956. 


THE next number of this magazine will 
be out July 7th. 


Re Oot, 
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Handy Dodge Tradesman 
saves you time, 
cuts your costs caput for pie, Sng 


tools. Open, doors of horizontal com- 
partments form handy “workbenches”. 





ce | 
Handiest thing on wheels, this new Dodge Trades- hae 
man! Its roomy compartment-type body helps keep 
your tools neatly arranged. Cuts costs by helping 
you accomplish more work in shorter time. Spacious 
floor area holds the bigger items you haul. Ladder 
racks and sliding roof are available. 


As for the rest of the truck, it’s everything the Dodge 
name promises. Dependable. Husky. Easy to drive. 
Thrifty, too . . . with your choice of a 120-hp. Six or 
200-hp. V-8. Both engines thrive on a lean diet of low- 





DODGE PANELS provide 155 cu. ft. 


cost regular gas! of enclosed load space on a compact 
 . 108-inch wheelbase. Tops in drivi 

The Tradesman rolls off the Dodge production line ae neue pee a 

as a complete unit, equipped to your specifications 

and ready for work. It’s available for quick delivery 1 


at low cost through your nearby Dodge dealer. 








DODGE 4 x 4’s take you anywhere 
off the road or on! Big choice of body 
types. G.V.W.’s from 5,100 to 20,000 Ibs. 
Horsepower from 113 to 202. 






DEPEND ON 


DODGE 


TO SAVE YOU 
MONEY IN 


A PR \DUCT OF CHRYSLER CORPORATION 
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LATIN AMERICAN UTILITIES NATIONALIZATION PROCEEDS INEXORABLY 


Is the handwriting on the wall for private company investment and public utilities 
in Latin America? For the past few weeks there have been recurrent reports o* the 
position of American-owned utility properties in Mexico and Cuba. Only this month 
the Belgium holding company, Sofina, announced that it was selling its 40 per cent 
of outstanding shares in Mexican Light & Power Company. These developments seem 
to follow the pattern foreshadowed by similar earlier events during the Peron régime 
in Argentina, in Nicaragua, and in other places south of our border. Herbert Bratter 
of Washington, D. C., who has done considerable traveling and study to get firsthand 
information in this area, has given us a thoughtful account of what is happening from 
the standpoint of Latin American nationalization of foreign-held utility interests. 


CURRENT FALLACIES IN REGULATION 


Public utility regulation as it has developed at both federal and state levels suffers 
from certain fallacies or obsessions. As a result, trends have appeared which, if un- 
checked, would be destructive not only to the interests of the public utility industries 
but also the broader public interest. Francis X. Welch, editor of PUBLIC UTILITIES 
FORTNIGHTLY, in checking over developments in recent years, separates these 
misconceptions into several broad categories: (1) the obsession with profit limitation; 
(2) the obsession with cost limitation; (3) the obsession with monopoly; (4) the idea 
that utilities are guaranteed a return; and (5) unwise and unwarranted attacks on the 
organization of the regulatory commissions as such. He suggests a practical approach 
for coping with “built-in prejudices'’ and mental blocks which otherwise tend to 
make the work of regulation more difficult and complicated than it ought to be. 


THE FINANCIAL OUTLOOK 


It is a commonly accepted belief that public utility companies are particularly vulner- 
able to inflation. The fact that they are regulated under a system of fairly rigid 
maximum rates and are not free to offset increasing costs by charging the price of 
their own services seems self-evident. Frederick W. Page, well-known financier and 
utility investment specialist, has a somewhat different view which is worthy of consider- 
ation. For one thing, electric utilities have only two variable costs—fuel and wages. 
There are other cornpensating factors often ignored or misunderstood. Obviously, 
utilities, which come into the capital market more frequently than other industries, feel 
the pinch when tight money boosts the cost of their senior capital to a point near the 
overall return. This author believes that the experience of utility investment indicates the 
electric utility companies can and have been ab'e to combat infiation and rising rates. 
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Also - + « Special financial news, digests, and interpretations of court and com- 


mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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Which Pioneer service do you need 
to complement your own staff? . 








DESIGN AND CONSULTING ENGINEERING SERVICES 

Pioneer specializes in designing power plants and offers design service for fossil 
uel, hydro and atomic plants. It will also assist in forecasting load growth, in 
site selection, in purchasing and expediting of equipment and construction 
nanagement. Pioneer’s other services include substation, transmission and 
distribution studies and design. 


SERVICES IN REGULATORY MATTERS 

Pioneer offers its services in all phases of Federal, State and local utility regula- 
‘ion, including natural gas and electric rate matters, certificate proceedings, 
licensed project accounting requirements, depreciation studies for rate case 
and income tax purposes, cost allocations and special studies, 

CORPORATE SERVICES 


Pioneer offers its services as business and management consultants; stock transfer 
and dividend disbursing agents; financial, accounting and tax consultants. 


Write for Booklet ‘‘PIONEERING NEW HORIZONS IN POWER” 


Serving Electric Utilities and 
Industrial Power Users Since 1902 


Pioneer Service & Engikeering Co. 


231 SOUTH LA SALLE STREET * CHICAGO 4, ILLINOIS 








IDITORIAL STATEMENT 
The Wall Street Journal. 


WALLACE STERLING 
President, Stanford University. 


Witt1am HENRY CHAMBERLIN 
Author. 


CHARLES E. BENNETT 
U’. S. Representative 
from Florida. 


S. H. BiIncHaM 
Former director and general 
manager, New York City Transit 
Authority. 


W. F. RockweELt, JR. 
President, Rockwell Manufacturing 
Company. 







CCaukeble CE awrke 


“There never was in the world two opinions alike.” 


—MOoNrTAIGNE 





“If this country had limited government and sound 
federal fiscal and monetary policies, no American 
would have to lose sleep about the future of the 
economy.” 


sd 


“As a citizen I feel strongly that unless the resources 
can be provided with which we can attract and hold the 
best qualified faculty members, you and I as citizens 
will see a decline in the welfare of this nation.” 


° 


“When the state goes beyond its proper functions of 
maintaining law and order at home and providing pro- 
tection against foreign aggression, and starts to assume 
the role of a universal provider and regulator, it never 
knows when to stop. One arrogation of power leads to 
another, and the planned economy quickly develops into 
the totalitarian state.” 


> 


“To end a going federal program is almost unthink- 
able, even though it may have become obsolete or un- 
desirable. I can recall only two federal programs that 
have been abolished since I was first elected to Con- 
gress: Uncle Sam no longer stables stallions for breed- 
ing cavalry horses, and is now out of the rum-distilling 
business in the Virgin Islands.” 


. 


“T am firmly convinced that unless we free them 
[railroads] from archaic restrictions and regulations 
that no longer apply under today’s conditions and un- 
less we modernize all our operations to provide better 
service at attractive fares we will follow the path of 
the British, and, despite all our good intentions, and 
devotion to private enterprise, we will find ourselves 
with a nationalized transportation system.” 


4) 


“The power of an unethical minority to smear the 
entire industry or profession of which it is a part has, 
unfortunately, been demonstrated once again in the ex- 
posé of the rigged TV shows. It is the public, of course, 
which suffers most directly by this outright deception. 
But injured along with the public are the thousands of 
advertisers and advertising people whose standards of 
decency are second to none. In the minds of many, in- 
cluding some politicians, this majority is being classed 
with the minority who grab for the quick dollar either 
through outright deception or with ads that certainly 
violate both good taste and credibility. Even more seri- 
ously, the entire economy is injured, too, because dis- 
belief in selling messages cripples the selling process on 
which our economy rests.” 
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Thursday—23 


merican Gas Association, 
General Management Sec- 
tion, begins management 
committee meeting, Hot 
Springs, Va. 


Friday—24 


American Institute of Elec- 
trical Engineers ends five- 
day summer general meet- 
ing, Atlantic City, N. J. 


Saturday—25 


Canadian Gas Association 

ends four-day annual meet- 

ing, Murray Bay, Quebec, 
Canada. 










Sunday—26 


American Society for Test- 
ing Materials begins annual 
meeting, Atlantic City, N.J. 





Monday—27 


National Association — of 


Power Engineers begins 


annual convention, San 


Francisco, Cal. 


Tuesday—28 


American Home Economics 
Association begins conven- 
tion, Denver, Colo. 


Wednesday—29 


Canadian Electrical Asso- 

ciation ends three-day an- 

nual convention, Murray 
Bay, Quebec, Canada. 


Thursday—30 


Advertising Association of 

the West ends five-day an- 

nual convention, Mexico 
City, Mexico. 








JULY 
Friday—1 


rst Energy Institute ends, 
mertcan University, 
hool of Business Admin- 
ration, Washington, D.C. 
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Saturday—2 


Independent Telephone Ex- 
ecutives will hold manage- 
ment development program, 
Lawrence, Kan. July 10- 
Aug. 5. Advance notice. 


Sunday—3 


Telephone Engineering 

Conference begins, Michi- 

gan State University, East 
Lansing, Mich. 


Monday—4 


Annual Short 
Course for Regulatory 
Commission Personnel will 
be held, Atlanta, Ga. July 


11-23. Advance notice. 


Second 





Tuesday—5 


hird International Con- 
ence on Medical Elec- 
onics will be held, Lon- 
m, England. July 17-30. 
Advance notice. 








Wednesday—6 


Western Summer Radio- 
Television and Appliance 
Market will hold western 
merchandise mart, San 
Francisco, Cal. July 18-22. 
Advance notice. 





Thursday—7 


Edison Electric Institute- 
Rocky Mountain Electrical 
League will hold joint in- 
dustrial relations meeting, 
Denver, Colo. July 21, 22. 


Advance notice. 





Friday—8 


Utihty Management Work- 
shop will be held, Harriman 
Campus, Columbia Univer- 
sity, Harriman, N. Y. July 
24-Aug. 5. Advance notice. 
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River Crossing—z24-inch Style 


The Peoples Natural Gas Company laid a new 24-inch pipeline from 
ort station to Bentleyville and one of its problems was 
crossing the Youghiogheny river, which it accomplished 
with customary efficiency. 
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The Economic Cost of Money Capital 


By ROBERT M. SOLDOFSKY* 


The whole process today of maintenance and expansion of capital goods is 
made more difficult not only because of inflation itself, but because of our 
peculiar tax laws that require depreciation to be figured on original cost, 
even though replacement prices have increased sharply. The true or eco- 
nomic cost of money capital can be best determined on a time-adjusted 
or discounted earnings basis. Regulatory orders of public utility commissions 
that relate the nontime-adjusted capitalization to the nontime-adjusted earn- 
ings on capitalization can achieve the same results as a time-adjusted formula. 


E purpose of this article is to ex- 
amine critically the various meth- 
ods of determining the cost of money 

capital’ that have been used in public 
utility rate cases. In order to carry out 
this examination, it is necessary first to 
set up some reference points or criteria 
as a basis for evaluating testimony on 
this subject before regulatory bodies. 





*Associate professor of finance, State University 
of Iowa, Iowa City, Iowa. For additional personal 
note, see “Pages with the Editors.” 

1The phrase “money capital” is used to mean 
funds or, as the British would say, finance. It is 
also used to distinguish between the capital in the 
—— assets and capital in the sense of funds or 


Concern about the cost of funds for 
business activity is not new. Economic 
theorists have wrestled with the problem 
for about one hundred years. Since World 
War II, many of the largest nonfinancial 
corporations have become concerned with 
the problem under such guises as “capi- 
tal budgeting” and “return on invest- 
ment.” The attention of the courts and 
regulatory commissions has been directed 
toward the concept of the cost of capital, 
especially since about 1950. 

Economic theorists, business managers, 
and the members of public bodies are 
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all concerned with the cost of money cap- 
ital—but for a wide variety of reasons. 
The economist is concerned with the cost 
of money capital—to be defined later as 
an interest rate—as it influences resource 
allocation, cyclical fluctuations in eco- 
nomic activity, and the rate of capital 
formation. Business managers are con- 
cerned with the cost of money capital as 
it influences the allocation and efficient 
use of funds in the many aspects of their 
businesses, such as investment and financ- 
ing decisions. The courts and regulatory 
bodies seek to find that level and system 
of rates for public utility companies that 
will enable them to earn the market cost 
of capital. Rates that result in earnings 
which are either more or less than the 
cost of capital (assuming the company 
is acceptably efficient) are a use of pub- 
lic power for the advantage of one group 
to the detriment of another. The public 
determination of rates is especially diff- 
cult because the elements of cost other 
than the cost of funds fluctuates, and be- 
cause the cost of funds, or money capital 
itself, fluctuates. 


Time-adjusted Basis for Computing 
Cost of Money Capital 


Common Stock 


HE rate of return of any piece of in- 

come earning property can be de- 
termined on the basis of its present price 
and the anticipated earnings. In the case 
of common stock, the rate of return to 
the owner (cost of money capital to the 
issuer) is the rate which equates the pres- 
ent (or average) market price with an- 
ticipated earnings. For most corporations 
the future earnings may be expected to 
rise more or less steadily indefinitely into 


JUNE 23, 1960 


PUBLIC UTILITIES FORTNIGHTLY 





the future. (The mechanism by which 
this comes about is described later.) By 
means of discounting each year’s antici- 
pated income at the same rate of return, 
a rate will be found which equates the 
market price with the anticipated earn- 
ings. This process is shown in Table 1, 
page 891. 


Preferred Stock 


The return on preferred stock is also 
correctly calculated by discounting antici- 
pated income. Income from the preferred 
stock is fixed by the fiduciary agreement 
between the company and its preferred 
stockholders. Given the fixed annual divi- 
dend and the perpetual life of a preferred 
stock, the rate of return is relatively sim- 
ple to calculate as shown in Table 2, page 


891. 


Bonds 


The current yield on bonds is also cor- 
rectly determined by discounting or time- 
adjusted process. Three characteristics of 
bonds must be considered in computing 
the true interest rate or yield to maturity: 
(1) The bond pays (earns) interest, but 
only until maturity; (2) the principal 
is repaid at maturity; and (3) the amount 
of the periodic interest payment by the 
issuer is fixed by contract. The process of 
computing yield to maturity is shown in 
Table 3, page 892. 

The discounting process, whether ap- 
plied to a stock, a bond, or other forms of 
property, determines the true rate of in- 
terest. The rate of interest computed by 
the discounting method has been called the 
time-adjusted rate of interest. For each 
type of security—bond, preferred stock, 
and common stock—the rate of return 
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was determined consistently by the use 
of the discounting process. 


Overall Cost of Money Capital 


HE true rate of interest—the time- 
adjusted cost of money capital—is 
the weighted average cost of all of the 
money capital being used by the firm. 
Clearly, the weighting should be in terms 
of the average market price of the out- 
standing securities. Table 4, page 892, 
shows the time-adjusted weighted average 
cost of money capital. 
The capitalization, as it would appear 
on the balance sheet of a firm, is shown 
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TABLE 1 


VALUE OF A SHARE OF COMMON STOCK 
BY PRESENT WorTH METHOD 


Present Present 
Projected Worth Worth of 
Earnings Factors at Each Year's 
Year Per Year 9 Per Cent Earnings 
1 $1.00 9174 $ .9174 
2 1.04 8417 8754 
3 1.08 7722 8340 
4 Li .7084 .7934 
5 1.17 6499 .7604 
6 1 4 5963 7275 
7 1.27 5470 6947 
8 1.32 5019 6625 
9 bY 4604 .6307 
10 1.42 4224 5998 
11 1.48 3875 5735 
12 1.54 3555 5475 
13 1.60 3262 5219 
14 1.67 2992 4997 
15 173 2745 4749 
Beyond 
15 yrs. 1.73 3.05048 5.27728 
Total estimated value of stock ...... $15.3905 





8 The sum of the present worth factors at 9 per 
cent for a perpetual income-earning asset ap- 
proaches 11.11,111. This is the same factor used in 
capitalizing income at 9 per cent ($1 ~ .09=X or 
Income -- Rate = Principal). The sum of the 
present worth factors for fifteen years at 9 per 
cent is 8.060688. The difference between 11.111,111 
and 8.060688 or 3.050423 is the value of the present 
worth factors from the fifteenth year on. Assum- 
ing the income remains $1.73 per share, the present 
value of the income stream beyond the fifteenth 
year is $1.73 X 3.050423. 
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TABLE 2 


VALUE OF A SHARE OF 
PREFERRED STOCK BY DISCOUNTING METHOD 


Present Worth 





Annual Of Each 
Year Dividend* Year's Dividend 
1 $1.00 $0.952 
Z 1.00 .907 
S 1.00 864 
4 1.00 823 
5 1.00 .784 
6 1.00 746 
7 1.00 711 
8 1.00 677 
9 1.00 645 
10 1.00 614 
11 1.00 585 
12 1.00 557 
13 1.00 530 
14 1.00 505 
15 1.00 481 
Beyond 15 yrs. 1.00 9.619 
Total estimated value of share ........ $20.00 





2 Five per cent, preferred share selling at $20 par. 
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on Table 5, page 893. The capitalization 
and capital structure at their market val- 
uation are shown in Table 4 together with 
the time-adjusted weighted average, full 
or economic cost of money capital.? 


HE goal of public utility regulation is 

to help achieve the optimum allocation 
of resources for the economy and effi- 
ciency in the use of resources within the 
individual firm. The goal is to be achieved 
by approximating that balance of eco- 
nomic forces that would exist under con- 
ditions of pure competition in the econo- 
mist’s sense. The relevant cost of capi- 
tal would be the time-adjusted full cost 
as shown in Table 4, page 892. 





2 Table 4 implies that income taxes are a deduc- 
tion from revenues before computing the time-ad- 
justed full cost of money capital. For an alternative 
method wherein the cost of equity capital is ad- 
justed for the federal income tax, see my “Cost of 
Capital Function for a Firm,” The Controller, 
June, 1958, pp. 263-268. 
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TABLE 3 


VALUATION OF 20-YEAR, 3 PER CENT 
$100 Bonp SELLING AT 80.355 
(YIELD To Maturity 4.5 Per CENT WITH 
INTEREST Patp SEMIANNUALLY) 


Present value of $15.00 received 
semiannually for twenty years 
(discounted at 4.5%) 

Present value of $1,000 principal 
to be received twenty years hence 
(discounted at 4.5% semiannually) 


Present value of bond 


A Comparison with Other Concepts 


iw us now turn our attention to a com- 

parison of the time-adjusted cost of 
money capital and the cost of money 
capital concepts as usually presented be- 
fore regulatory bodies. The presentation 
will consider the cost of common stock, 
preferred stock, and bonds in that order. 
However, there are numerous additional 
issues, such as the correct basis for charg- 
ing depreciation, the use of book values 
or current values, use of comparative 
data, debt-equity ratios, inflation, and 
the legalistic rigidities that result in lever- 
age or trading on the equity that must 
be considered also. 


The Cost of Common Stock 


The cost of common stock is often de- 
fined to be one of the following: ratio of 
dividends paid to market price (dividend 
yield), ratio of dividends to book value 


7 


per share, the ratio of earnings per share 
to market price, ratio of earnings per 
share to book value, and the ratio of an 
average of earnings for years following 
the year used as a base year to the book 
value of that base year. 


I Table 6, page 893, the cost of com- 
mon stock is computed on each of the 
bases suggested above. The background 
facts for book value per share, earnings 
per share, dividends per share, and rate 
of earnings on book value are all devel- 
oped in Table 7, page 894. The market 
price is assumed to be $15 per share. 
Column 1, Table 6, relates dividends 
and earnings in the initial or current year 
to the book value and the market value 
of a share of stock. These are the most 
frequently used set of calculations. Col- 
umn 2 relates the average dividends and 
earnings for a 15-year period to the ini- 
tial book value and market price of the 
shares. Column 3 shows the same rates on 
a true or time-adjusted basis. Table 6 
is a summary of the various cost con- 
cepts with respect to the cost of common 
stock. The reader may find it convenient 
to refer back to this table in order to 
quantify the ideas presented below. 

It is essential to keep in mind that cor- 
porations retain a part of their earnings 
in order to help finance their own ex- 
pansion. These retained earnings in- 


TABLE 4 
TIME-ADJUSTED FULL COST OF MONEY CAPITAL 


Quantity 
Outstanding 


Security 
3% bonds 

44% preferred stock 
Common stock .... 
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Selling 
Price 
$803.55 
90.00 

15.375 


892 


Full 
Cost 
045 
.050 
.090 


Weight 
Ave. Cost 


Market 
Value 
$ 385,704,000 
90,000,000 
615,000,000 
$1,090,704,000 


Capital 
Structure 
35.4 


8.2 
56.4 
100.0 .0708 
or 7.1% 
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TABLE 5 


BALANCE SHEET CAPITALIZATION 


44% preferred stock, 10m 

shares, $100 pa 
Common stock 40m shares, $5 par ... 
Earned surplus 


200,000,000 
220,000,000 


$1,000,000,000 


crease the book value of each common 
share day by day and year by year. Most 
utilities have a policy of paying out a 
rather stable percentage of their earn- 
ings as dividends, and earnings per share 
are expected to rise in almost exact pro- 
portion to the rise in book value per 
share. These relationships are sketched 
in a hypothetical case in Table 7. 


; j ‘HE dividend yield (ratio of present 


dividends to market price), when 
used as the cost of common stock, im- 
plies that the dividends will continue in- 
definitely into the future at their present 
level. It also implies that retained earn- 
ings have no cost. It is painfully obvious 
that retained earnings require no cash 
payment, but it is expected that these re- 
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tained earnings will be used in the com- 
pany to earn at approximately the same 
rate as funds now employed by the busi- 
ness irrespective of their accounting or 
legal designations. Only if these addition- 
al retained earnings are so employed will 
the increased dividends that common 
stockholders are expecting be forthcom- 
ing. If the retained earnings earn either 
nothing or a rate below that at which 
they may be used elsewhere in the econo- 
my, surely these earnings should be paid 
out and used elsewhere. If this is not 
done, allocation of resources and effi- 
ciency in the use of resources (which is 
the rational of the competitive model) 
will not be fully achieved. 


I the stockholder did not look forward 

to rising dividends, but rather to 
the stable dividend payments as projected 
by the dividend yield calculation, the divi- 
dend yield as usually calculated would 
rise to approximately the rate calculated 
for the true or time-adjusted dividend. In 
other words, the price of the stock would 
fall until the yield rose to this point. If 


TABLE 6 


COST OF COMMON STOCK 
COMPUTED BY DiFFERENT METHODS 


Average Earnings 
Related to 


Time- 
Adjusteda 
(3) 
8.9% 
12.3% 


Nontime- Initial 
Adjusted Year 
(1) (2) 


7.0% 8.7% 


Dividends/Book Value 
10.0% 12.4% 


Earnings/Book Value 
Dividends/ Market Price 4.7% 5.8% 6.2% 
Earnings/Market Price 6.7% 8.3% 8.6% 


* Computed equating the indicated income stream to the book value or mar- 
ket price depending upon the rate being demonstrated. The earnings stream 
is assumed to rise for the first fifteen years and is stable thereafter. The 
procedure is illustrated in Table 1. . 
<r Dividends, earnings, and book value per share are developed in 

able 7. 

Market price assumed to be $15 per share. 
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md 

the corporation or regulatory body de- 
sires to use book value per share as a 
base, the dividend yields will be above 
those based on market price as long as 
the market price is above the book value. 
Market value, however, is the ultimate 
measure. 


N defense of the ratio of dividends to 

book value, it may be said that when 
this measure is advocated, it is held that 
at each point in time the relationship be- 
tween book value per share and earnings 
per share should be maintained in order 
to achieve the rising per share earnings 
and dividends expected by the common 
stockholders. Expert witnesses, utility 
corporations, and regulatory bodies evi- 
dently often have these suggested rela- 
tionships in mind. These earnings/book 
value rates, unadjusted for time, can 
achieve the same results as the time-ad- 
justed rates, but the nontime-adjusted 
rates should not be confused with the 
time-adjusted rates calculated on the basis 
of the concepts of economic theory. 


e 


Testimony that relates the average 
dividends or average earnings for a series 
of years to the book value or market 
value of the common shares at the begin- 
ning of the period has been given before 
regulatory bodies. Such a _ procedure 
would be an attempt to determine the 
time-adjusted, earnings-book value (mar- 
ket value) rate. The purpose of such a 
presentation would probably be to support 
a higher rate than the rate shown with- 
out adjustment for time. Any public 
body should keep clearly in mind the dif- 
ferences between time-adjusted and non- 
time-adjusted earnings rates. The earn- 
ings rates allowed by utility commissions 
usually relate earnings to the base (at 
least as far as the common stock com- 
ponent is concerned) on a nontime-ad- 
justed basis. 


Earning Per Share Is the Key 
{7 should be clear from the preceding 
discussion that earnings per share, 
not dividends, are the correct magnitude 


TABLE 7 
DATA FOR COMMON STOCK 


Book Value Earnings 


Dividends 


Plowback Book Value 


Of Common At 10% of At 70% of (Earnings- At End of 


Stock 
$10.00 
10.30 
10.61 
10.93 
11.26 
11.60 
11.95 
12.31 
12.68 
13.05 
13.46 
13.87 
14.29 


Year 


S 
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1 ; 
Ave. for fifteen years 
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Book Value Earnings 


Year 


10.30 
10.61 
10.93 
11.26 
11.60 
11.95 
12.31 
12.68 


Dividends) 
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TABLE 8 


GROWTH OF UTILITY AND INDUSTRIAL CORPORATIONS 
EARNINGS PER SHARE 


No. of Years 
Utility*® 


Annual Earnings 
IndustriaP 


S$ 137 
1.88 
4.83 

23.31 
543.21 


* Earnings growing at 4 per cent per year. 


> Earnings growing at 6.5 per cent per year. 


to use in calculating the cost of common 
stock. The advocates of the noncost con- 
cept of retained earnings certainly do not 
believe that the retained earnings do not 
or should not earn at about the same 
rate as the other funds employed by the 
business. In fact, they rely upon the ris- 
ing book values per share to increase div- 
idends in the future. If all earnings were 
paid out as dividends or if retained earn- 
ings were not employed productively, 
earnings per share would not increase as 
investors anticipate. In that case, the mar- 
ket price of the stock would fall to the 
point that the earnings yield, unadjust- 
ed for time, would be about at the level 
of the time-adjusted earnings yield for 
comparable companies. 

The use of nontime-adjusted earnings 
yields in the cost of capital calculation 
may be satisfactory for regulatory or- 


e 


Total Earnings 
Utility* Industrial» 
5.42 $ 5.69 
12.01 13.94 
41.65 58.89 
152.67 343.18 
1,237.62 8,341.56 


ders, but comparisons of the cost of com- 
mon stock equity are distorted because 
of the higher rate of growth of the earn- 
ings of industrial corporations. Further- 
more, the earnings per share of utilities 
and industrials are not fully comparable 
because of differences in accounting prac- 
tices. The earnings per share for Moody’s 
125 Industrials have grown at the rate 
of about 63 per cent per year. 


Rate of Growth 
HE implications of these differences 
in the rate of growth have not been 
fully appreciated in the process of deter- 
mining the absolute and relative cost of 
equity funds in rate cases. For example, let 
it be assumed that a typical utility stock 
earning $1 per year is purchased for $10 
per share and that a typical industrial 
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share earning $1 per year is also pur- 
chased for $10. Both shares would be 
selling for ten times earnings, or have an 
earnings/price ratio of 10 per cent. As- 
suming both companies achieve the ex- 
perienced growth notes in their respective 
industries, the annual and total earnings 
would grow much more rapidly for the 
industrial. (See Table 8, page 895.) The 
time-adjusted rate of return for the util- 
ity would be approximately 13 per cent; 
for the industrial, approximately 15 per 
cent. Investors generally recognize these 
differences and pay a higher price for 
stocks whose earnings are likely to grow 
more rapidly. 

To say the same thing another way, 
a utility share yielding 10 per cent on a 
nontime-adjusted basis and a typical in- 
dustrial share yielding about 8.6 per cent 
would have the same yield on a time-ad- 
justed basis. Individuals who prefer more 
income sooner will tend to buy the utility 
while individuals who would prefer a 
larger income later will tend to buy the 
industrial. In the terms used by investors, 
a utility selling for ten times earnings 
and an industrial 11.6 times earnings 
would be selling on the same basis after 
considering the differences in the prob- 
able growth of their respective per share 
earnings. 


HE direct comparison of the 10 per © 


cent rate of return for the utility 
and industrial share is deceptive. As 
shown in Tables 9 and 10, page 899, the 
rate of return on industrials is higher 
than that of utilities on either a market 
price or book value basis. One reason for 
this difference is the investor’s evalua- 
tion of the differences in the risk of the 
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projected increases in earnings material- 
izing. The earnings per share for 
Moody’s 24 Utilities and 125 Industrials 
shown on Chart 1, page 897, picture the 
differences in the rate of growth and 
stability of earnings of industrial and util- 
ity common shares. 

The popular price/earnings ratio un- 
derstates the rate of return on both utility 
and industrial share earnings relative to 
the true, or time-adjusted, rate of cost. 
Not only is the absolute level of cost un- 
derstated, but what is more important 
for regulatory purposes, the difference 
between the rates (costs) is also under- 
stated. Although the determination of a 
reasonable rate of return for regulatory 
purposes is in the hands of public utility 
commissioners and is stated in terms of 
a nontime-adjusted rate of return, atten- 
tion should be given to time-adjusted 
rates of return in arriving at a decision. 


Inflation and Common Stock 
A this point, some of the mechanisms 
by which “creeping” inflation af- 
fects stock prices and the rate of return 
should be described. It is assumed that 
the creeping inflation will continue to 
creep—not learn to crawl, to walk, and 
finally to run. It is further assumed that 
inflation will come in spurts and not ex- 
ceed 5 per cent in any one year. As a con- 
sequence, the economic processes will not 
be so disrupted that output stops growing. 
Without inflation, the earnings per 
share of companies will rise because of 
the rising book value per share represent- 
ing a growing stock of assets earning at 
about the same rate as they have in the 
past. With inflation, the assets acquired 
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for expansion and replacement are pur- 
chased at successively higher prices. As 
the assets which are acquired at higher 
price levels continue to earn about the 
same rate as previously acquired assets, 
the earnings per share will rise. The 
more rapidly the inflation is expected to 
proceed, the more rapidly earnings per 
share will be expected to rise. 


HE rate of return on shares is the 
rate that equates the rising earnings 
stream with the present market price. If 
expected earnings are revised upward 
and there is no change in the price of the 
shares, the rate of return increases. It is 


CHART I 


UTILITIES 
660 


e 


Earnings Per Share 
For Moody's Utilities And Industrials 


more likely that the market prices of 
shares will, in fact, rise with the expec- 
tation of creeping inflation. Something of 
this sort is what has happened in recent 
years and process is expected to con- 
tinue. If the expected inflation and ris- 
ing earnings per share do not materialize 
(or expectations decline) the sharehold- 
ers will be disappointed and prices will 
drop. If the inflationary period is ex- 
pected to end, prices will also drop, other 
things remaining unchanged, because of 
the lowered earnings expectations.® 

3 Incidentally the time-adjusted rates help to ex- 
plain why some investors continue to buy common 


stock when dividend yields as usually calculated are 
well below bond yields. 


INDUSTRIALS 
12.060 





5.50 


8 


PER CENT 
woo 
8 





=| 11,00 


10.00 


9.00 


8.00 








(951 


955 


955 


REGRESSION LINES FITTED BY LEAST 
SQUARES METHOD FOR 


EQUATION FOR UTILITIES sEPS= 42.1982 +(b 1348 
EQUATION FOR INDUSTRIALS2EPS =75, 9385+ 8 


897 


1947 - 1957 


JUNE 23, 1960 
































In response to the income differentials, 
some holders of debt instruments will 
shift into stocks, thus tending to drop 
the price of bonds and increase the cur- 
rent return of debt owners. Given enough 
time, legal limitations that prevent some 
security holders from owning shares will 
be changed or outflanked. For example, 
insurance companies are driving toward 
the sale of variable annuities and many 
large pension funds have been shifted 
from the administration of life insurance 
companies to trust companies and invest- 
ment bankers. 


Depreciation of Assets and Inflation 


o- very great problem facing inves- 

tors and corporations during infla- 
tion is the fact the Internal Revenue Code 
requires that depreciation be reported on 
an original (historical) cost basis, even 
though replacement prices have increased 
sharply. The current prices of the serv- 
ices of depreciating assets used in the 
production process are understated; and, 
consequently, net income before taxes, 
income tax payments, and net income are 
all overstated. The income tax is partly a 
tax on the consumption of capital. 

A considerable part of what is re- 
ported as net income is required simply 
in order to maintain the company’s stock 
of capital goods. The whole process of 
the maintenance and expansion of capi- 
tal goods is made more difficult not only 
because of inflation itself, but also be- 
cause of our peculiar tax laws. The eval- 
uation of common stock is made even 
more difficult because the projected earn- 
ings stream itself is affected by the com- 
bined impact of our income tax laws and 
prospective inflation. 
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Recapitulation 
HE cost of common stock is meas- 
ured by the rate which equates the 
anticipated earnings and the present 
market price. Regulatory orders, on the 
other hand, are usually stated in terms 
of nontime-adjusted rates. Comparative 
data used in arriving at a reasonable rate 
of return should consider the differences 
in time-adjusted rates of return just as 
investors do. The rising anticipated earn- 
ings that are the result of the expecta- 
tion of continuing inflation influence the 
market prices of stock and their rates of 
return. Some investors or investment 
funds shift between the ownership of 
stocks and bonds in response to changes 
in prospective rates of return. 
Comparison of rates of return is also 
blurred by an income tax law that does 
not recognize the impact of the rising 
price level of the services rendered by 
depreciable assets. Industries such as pub- 
lic utilities, which use a higher proportion 
of capital goods in the process of produc- 
tion, are affected more strongly and ad- 
versely by inflation than nonregulated in- 


dustries. 


The Cost of Preferred Stock and Debt 
HERE is general agreement among 
economists on the conditions for the 

optimum allocation of resources under 

conditions of pure competition. The op- 
timum position for the individual firm 
is achieved when the marginal revenue 
curve intersects the marginal cost curve 
at the lowest point on the average cost 
curve. The costs as used in the economic 
model are all current costs—not book or 
historical costs. The cost curves as used 
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TABLE 9 


COST OF COMMON STOCK FOR PUBLIC UTILITIES 
(BASED UPON MOODY’S 24 UTILITIES) 


Time- aa 0 Cost 
Capital 


of 


Earnings Related to 


Period® 
1947-1958 
1948-1958 
1949-1958 
1950-1958 
1951-1958 


1947-1970 
1951-19705 


1958-19705 


12.8 

13.2 
13.4 
12.4 
17 


13.6 
12.9 


10.8 


11.1 
8.9 


Market Price Book Value 


Jo 


Cost of Capital Computed by 
The Nontime-adjusted Method 
Earnings Earnings 

Year Market Price Book Value 
1947 7.3% 
1948 
1949 
1950 
1951 


90 90 
we 


SDDS OV OY ST SS EO 
COUARRUpP 

_ 
MMW OMWOOOSOSS» 
MONwWOrS 


4 Actual earnings used through 1957. Earnings from terminal year of each 
series projected at level reached in that year indefinitely into the future. 
bEarnings for years 1958-70 projected on basis of calculated regression 


line. 


in the economic model include all costs; 
the costs of all long-term sources of funds 
are included as a cost.* There is no at- 
tempt to distinguish between the sources 
of funds in the terms of the division of 
risk, income, and control of the business 


4“Accountants versus Economists Concepts of 
Break-even Analysis,” by Robert M. Soldofsky, 
NAA Bulletin, December, 1959. 
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unit for a particular society at any specific 
stage of its own development. Long-term 
funds are furnished to private business 
units by common stockholders, preferred 
stockholders, and long-term creditors in 
our society. The cost (on a time-adjusted 
basis) of common stock is defined by the 
relationship between anticipated earnings 
and market price; for preferred stock, 


TABLE 10 


COST OF COMMON STOCK FOR INDUSTRIAL COMPANIES 
(BASED UPON MOODY’S 125 INDUSTRIALS) 


Time-adjusted Cost of 


Capital 
Earnings Related to 
Period*® 

1947-1958 
1948-1958 
1949-1958 
1950-1958 
1951-1958 


1947-19705 
1951-1970 


1957-1970" 


17.2% 
17.6 
18.2 
15.6 
13.1 


18.0 
14.6 


9.5 


VANS 
20.0 
18.8 
17.9 


22.9 
19.2 


16.5 


Market Price Book Value 
22.3% 


Cost of Capital Computed by 
The Nontime-adjusted Method 
Earnings Earnings 
Year Market Price Book Value 
1947 
1948 
1949 


* Actual earnings used through 1957. Earnings from terminal year of each 
series projected at level reached in that year indefinitely into the future. 

bEarnings for years 1958-70 projected on basis of calculated regression 
line. 


899 


JUNE 23, 1960 





by the relationship between anticipated 
dividends and market price; and for 
bonds, by the yield to maturity. 

In earlier sections we discussed the 
concepts of the time-adjusted cost of 
common, preferred stock, and bonds. The 
time-adjusted and nontime-adjusted basis 
for computing the cost of common stock 
were compared. This section is primarily 
concerned with a comparison of the dif- 
ferences in the costs of preferred stock 
and bonds in the economic and legalistic 
sense, and some of the consequent prob- 
lems. Preferred stock and bonds may be 
treated together even though the first 
represents ownership of the business and 
the second represents a debt of the busi- 
ness. From the point of view of financial 
analysis, debt interest and preferred div- 
idends both represent fixed cash outlays. 


nn: the cash outlays for inter- 

est, preferred dividends, and common 
dividends are identified with cost. When 
this is done, it is very easy to slip into the 
error of identifying only cash payments 
with costs. Upon reflection, however, it 
will be recalled that one of the great 
achievements of accounting, which is now 
almost universally used, is to relate ex- 
penses with the flow of services irrespec- 
tive of the timing of their payment. 

A more sophisticated view of the cost 
of debt and preferred stock than the cash- 
flow view of cost relates the annual pay- 
ment with the original, face, or par value 
of the security. For example, the cost 
of a $1,000 bond paying $30 per year is 
3 per cent and the cost of a share of $100 
preferred stock paying $4.50 per year 
is 4.5 per cent. Both the cash outflow 
and the rate of cost expressed as a per- 
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centage in terms of the original sum are 
fixed and unchanging throughout the life 
of the securities. 

The market rate of return for each 
class of securities is always changing. 
Consequently, in order to earn an amount 
equal to the current cost of money capi- 
tal, the prices charged by utilities would 
have to change also. It would seem that 
a periodic review and adjustment by a 
qualified administrative body should au- 
thorize such change and constantly try 
to put the companies in the position to 
achieve that optimum allocation of re- 
sources which is the generally accepted 
goal toward which the regulation of pub- 
lic utilities is striving. This same goal ap- 
plies at the same time and with equal 
(logical) force for the consumers and the 
entire economy. 


HERE are important legal obstacles 
to this neat solution. Let us assume 
that the market rate of return for utility 
securities rises to 4.5 per cent for bonds 
and to 5 per cent for preferred stock. 
If the utility were allowed to earn 4.5 
per cent to cover the current or opportu- 
nity cost of the bonds, the difference be- 
tween the 4.5 and 3 per cent (the as- 
sumed contractual rate) would become a 
part of the income of the common stock- 
holders. If the utility were allowed to 
earn 5 per cent on its preferred stock, 
the difference between 4.5 and 5 per cent 
would become income for the common 
stockholders. The amounts involved for 
the illustrative case are shown in Table 
11, page 901. 
Bondholders and preferred stockhold- 
ers expect to receive only the agreed-upon 
amount. The institutions which hold most 













































of the corporate bonds are always in the 
market for newly issued bonds and some 
bonds and notes are always maturing so 
average earnings for the holder are dif- 
ferent from the current market return. 

It appears inappropriate to permit the 
utilities to charge their customers an 
amount sufficiently high to cover the cur- 
rent cost of debt and preferred stock 
(when the current cost is above the his- 
torical cost) and to have the additional 
funds flow to the common stockholders 
as earnings. A neat solution would be to 
allow for selling prices and earnings on 
a current cost basis. Next, the earnings 
above the cash cost of bonds and pre- 
ferred stock would become the property 
of the government. Thus, resources would 
tend to be allocated in terms of one of the 
criteria that is generally given for reg- 
ulation. When utility services are sold 
below current or opportunity cost, the 
quantity of utility services purchased is 
greater than indicated by allocation 
theory. The total volume of new saving 
absorbed by the utility industry is so 
large that some reduction of the quantity 
used could have a significant impact on 
the allocation of new savings and the 
rate of economic growth for the nation. 


Ww the current cost of bonds and 
preferred stock is below the cash 
cost and utility services are sold on a cur- 
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rent cost basis, subsidies to make up the 
difference between earnings and cash 
obligations would be appropriate. The di- 
rection of the impact of the lower prices 
of utility services and the subsidies would 
be salutary in terms of employment and 
fiscal policies. 

The theoretical solution just suggested 
is far from being operational. Public util- 
ities usually ask for amounts only equal 
to their cash requirements on outstand- 
ing bonds and preferred stocks. There 
should be a bargaining range between 
historical cost and current cost basis for 
debt and preferred stock. Rates allowed 
on the basis of current cost could result in 
additional earnings that could partly off- 
set the capital erosion effects of the de- 
preciation regulations and tax laws. The 
added income could be specifically ear- 
marked for such purposes as expansion 
or overcoming capital erosion. Thus, it 
would not result in direct cash payments 
to common stockholders. 


Summary 

T has been shown that the time-adjust- 
I ed or discounted earnings method is 
the correct and generally accepted pro- 
cedure for determining the true or eco- 
nomic cost of money capital. The time- 
adjusted method should be used to com- 
pute the cost for all components of long- 


TABLE 11 
Security Capitalization Requirement Current Cost Difference 
SOGIDONGS 656%5-ssacaess 480,000,000 $14,400,000 $21,600,000" $7,200,000 
44 preferred stock .... 100,000,000 4,500,000 5,000,000 500,000 
Common stock ......... 200,000,000 
POETS oi 55 854s oA eens 220,000,000 
$1,000,000,000 $7,700,000 





* At 44 per cent. 
bAt 5 per cent. 
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term or permanent funds of businesses, 
including public utilities. Interest, the 
cost-of-money capital, is the weighted av- 
erage cost of money obtained in the form 
of bonds, preferred stock, and common 
stock. The weighting should be on the 
basis of the market’s evaluation of the 
securities used. 


N computing the time-adjusted rate of 
cost of common stock, rising earnings 
should be related to the market price. The 
use of dividends is incorrect. Regulatory 
orders of public utility commissions that 
relate the nontime-adjusted capitalization 
to the nontime-adjusted earnings on cap- 
italization can achieve the same results as 
a time-adjusted formula. Direct compari- 
sons of the cost of equity capital for util- 
ities and industrials are misleading. Dif- 
ferent methods of inventory and depre- 
ciation accounting limit the usefulness of 
income per share comparisons. The non- 
time-adjusted comparison of costs such 
as price-earnings ratios implies no growth 
in future earnings per share. The earn- 
ings per share of industrials rise at a 
higher rate than those of utilities. When 
the cost of common stock is placed on a 
time-adjusted basis, it is clear that level 
of costs and the differential between util- 
ity costs (rates of return) and industrial 
costs is understated. The net income of 
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companies using more depreciable assets 
is more adversely affected by a tax law 
that does not recognize the current cost 
of the services provided by these assets. 


one optimum allocation of resources 

under the competitive ideal or model, 
which is the widely accepted guide and 
justification of regulation, implies that 
all costs be placed on an opportunity cur- 
rent cost basis. If this were done in the 
public utility field, there would be very 
sharp swings in the earnings of the com- 
mon stockholders because of the legal ar- 
rangements between the corporations and 
their bond and preferred stockholders. 
The competitive ideal under which con- 
sumers would pay the full, current cost 
of providing services could be worked out 
by means of alternating levies on sub- 
sidies to the utilities. 

Such a plan does not appear prac- 
ticable in the immediate future. An al- 
ternative and partial solution is to set up 
a bargaining range between the costs (de- 
fined in terms of cash flows) of bonds 
and preferred stock and the current or 
opportunity costs. 

The capital structure of a business is 
the product on many internal and ex- 
ternal financial and economic considera- 
tions. The responsibility for capital struc- 
ture strategy or policy is management's. 





or for one limited area—foreign aid—thousands of bureau- 
crats can claim a special privilege above the law to spend pub- 
lic money without accounting for their actions. 

"Not even the people's elected representatives in Congress are 
permitted to find out how and why the money is being spent. Agency 
after agency acts in secret because public knowledge would cause 
‘controversy.’ More and more bureaucrats are claiming a special 


privilege to hide financial facts." 


—SAMUEL J. ARCHIBALD, 


Staff administrator, House Government Information Subcommittee. 
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Why We Take 




















Utility Service for Granted 


By ROGER B. CORBETT* 
President, New Mexico State 
University 





Electricity is so universally plentiful and inexpensive in this country that 
most of us take it for granted until some unforeseen breakdown deprives 
us of its benefits for a short time. Even though investor-owned electric 
utilities have reduced the unit price of power over the years to the point 
where it is the biggest bargain in anyone's budget, increasing production 
of power by the government casts a shadow on this achievement. And it 
is an unfair shadow, inasmuch as it is subsidized power, operated by tax-free 
plants. A few favored sections of the country are given cheap power which 
is paid for in taxes by the rest of us. 


MERICANS take for granted three of 
the most important elements of 
their daily lives. These are plenti- 

ful food, individual liberty, and electric- 
ity. Virtually all Americans have eaten 
well since 1932 and 1933. We do not stop 
to think of the many services which bring 
to our tables, three times a day, the wide 
variety of quality foods with which they 
are heaped. This is in bitter contrast to 
many of the peoples of the world, whose 
first problem is enough food to survive. 

We take for granted the freedom to 


*For additional personal note, see “Pages with 
the Editors.” 





move about as we wish and to make per- 
sonal decisions every hour of the day. 
Those who read these lines or listen to 
me speak do not ask anyone for permis- 
sion to do so. I do not have to ask anyone 
what I should write or say. None of us 
give a thought about our right to go where 
we please and to do and say what we want. 
Yet in most of the world these liberties 
do not exist. Here is a quotation from a 
report made by a group of representatives 
of electric utility and manufacturing com- 
panies : 


The individual in Russia is not free 
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to move around as he is in America. He 
is not free to change jobs or bargain 
for his wages. He is not free to start a 
new business, or a manufacturing plant 
to make a new article. There are no 
competitive business enterprises in Rus- 
sia. The government owns them all. 
Therefore, there is not the same striv- 
ing to produce an article at a low price 
to get the business that a competitor 
might get. 


oo are more persons on the face 

of this globe who do not have per- 
sonal freedom, than who have it. We sel- 
dom stop to think about this. Yes, indi- 
vidual liberty is a precious possession we 
take for granted. We do not give it a 
thought. We are losing more and more of 
it each year. When it is gone, we will 
know how precious it was. 

Does it surprise you to have electricity 
placed along with food and freedom? 
Food is fundamental to health and happi- 
ness—to life itself. Freedom is funda- 
mental to mental and spiritual health and 
happiness. Both are truly basic in our 
daily lives. So is electricity! 

We Americans do take electric power 
for granted. Did you ever stop to think 
what would happen if all the electricity 
in the United States was cut off now—at 
this minute? What would New York city 
look like tonight? Can you imagine going 
up Seventh avenue without the bright 
lights—without any lights? What would 
El Paso look like tonight without lights ? 


Strike Cuts off Electricity 


pati I am told that some 
twenty years ago there was a strike 
that cut off electric power in both El Paso 
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and in Las Cruces. It was in the winter 
when, even in this area, homes needed 
heat. Reports have it that it was a dev- 
astating, nightmarish experience, gener- 
ally described as “ghastly.” Those of you 
who recall this know just how bad it was. 
Today, it would be a much greater calam- 
ity. We are much more dependent upon 
electricity and electric appliances than we 
were some twenty years ago. 


peeing there is no such strife to- 

day. But, just picture homes without 
electricity tonight, tomorrow, and tomor- 
row night! At least there would be no dif- 
ferences about which TV show should be 
viewed. Devastating thought, isn’t it? 
Maybe more overwhelming is what would 
happen to our food without electricity? 
In most homes it would soon begin to 
spoil. It could not be cooked in many, be- 
cause of no heat in the electric range. It 
would be spoiling in the retail stores, in 
the wholesale warehouses, and in the 
packing and processing plants. In a few 
days there would be little food but the 
canned and dried foods. And what would 
happen to the drugs that are kept under 
refrigeration—drugs upon which many 
lives depend? Without these drugs thou- 
sands upon thousands of persons are 
doomed to die within a few days, even 
hours. 

Electricity is vital to our happiness and 
to our welfare, still we take it for granted. 

Women frequently complain about be- 
ing taken for granted by their husbands. 
In a sense this is a great compliment to 
these ladies. Their husbands know they 
are there, know they can be depended 
upon. They are trusted. They are tried- 
and-true. Their husbands count on their 
working with them, on their co-operation 










































































and their dependability. But sometimes 
this being taken for granted can go too 
far. Sometimes a good woman just ups 
and leaves her taken-for-granting hus- 
band. Could it be that electricity could do 
the same? 


Electricity a Luxury to Many 


ly is difficult for us to realize, but in 
much of the world there is no elec- 
tricity. Of all the electric power in the 
world, these United States have 41 per 
cent of it. If we would stop and think we 
would realize that more people on the face 
of this globe do not have electricity than 
have it. Great areas in Africa, Asia, South 
America, and even Europe do not have 
electric power. It is a luxury beyond their 
fondest dreams. They would give much 
for what we do not give a thought. We 
flip a switch and we expect and get light. 

It is a continuing and serious business, 
these days, to compare the United States’ 
productive capacity with that of Russia. 
In 1957 the electric power capacity of the 
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U.S.S.R. was about 48 million kilowatts 
—in the United States it was 146 million 
kilowatts; roughly three times as much. 
In 1957 the transmission lines which car- 
ried 35,000 volts or more totaled 62,140 
miles in Russia, while the same size lines 
in America reached 245,000 miles ; rough- 
ly four times as many. In Russia a kilo- 
watt-hour costs about four cents; in 
America the cost of residential electricity 
averaged about two and a half cents per 
kilowatt-hour. 


r Russia residential and rural sales per 
capita are about 150 kilowatt-hours 
per year; in the United States they are 
930 kilowatt-hours per person per year, 
or six times as many. This means that 
there are practically no electric appliances 
in Russian homes. The planned expansion 
of kilowatt production between now and 
1965 indicates that we shall further out- 
strip the Russians. While Russia is plan- 
ning a considerable expansion, that 
planned in the United States is even 
greater. 
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Thoughts on Education 


emai in the educational field, I am 

forced to throw in this thought. 
There were in 1957, 758 technical insti- 
tutes in the U.S.S.R., and 586,000 engi- 
neers. In the United States, the total num- 
ber of engineers at the same time was 
575,000. Russia has been training more 
engineers per year for several years than 
have been trained in the United States. 
Their technical know-how is growing 
faster than ours. 

There is another thought in the educa- 
tional field that interested me. Apparently 
the manager of the Russian electric power 
plant is frequently the man who runs the 
schools in the area. When Bill Holik and 
John Davis start running the schools in 
El Paso and Las Cruces you will know 
that America has yone communistic! 


Cloud on Horizon of Free Enterprise 


HERE is a cloud on the horizon which 

is of importance in American policy. 
I am one of those that believe that free 
enterprise can do things better than gov- 
ernment. Today, around 18 per cent of 
the power production in the United States 
is produced by the federal government. 
This power production gets started as a 
by-product of a huge government project 
in flood control, irrigation, or navigation 
—one of these, or all three. But once it is 
started, the hydroelectric power that was 
a by-product begins to aggressively com- 
pete with private industry and begins to 
build energy-producing plants that are not 
hydroelectric. 

The famous Tennessee Valley Authority 
is a case in point. In 1959, 81 per cent of 
the taxpayers’ investment in the TVA was 
for electric power, but only 19 per cent 
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of it was for the original nonpower pur- 
pose. Originally, all of the electric power 
was to be hydroelectric power, a by- 
product of the great dams. Now about 
three-fourths of the power is from fuel- 
burning plants. There is every indication 
that this huge tax-supported development 
will expand and broaden its competition 
with private industry. 

If this was the only example, we could 
possibly say that it is a pilot project—an 
experiment. But in addition to the TVA 
programs, there are the following: the 
Columbia river power system in Wash- 
ington, Oregon, Idaho, and Montana; the 
Colorado river basin in Arizona, Califor- 
nia, and Nevada; the Missouri river basin 
in North and South Dakota, Wyoming, 
Montana, and Colorado; the Southwest- 
ern Power Administration in Missouri, 
Texas, Arkansas, and Oklahoma; and 
federal power in the Central valley of 
California. These areas cover a large part 
of the United States. 


Government Power Is a Subsidy 


; ios illusion of cheap government 
power is largely created through the 


nonpayment of taxes. In general, the free 
enterprise electric power system of Amer- 
ica pays 23 cents for taxes out of every 
dollar that it takes in. The El Paso Elec- 
tric Company paid $4.5 million in 1959 
for taxes to support our various forms of 
government. These government projects 
pay no taxes, as a rule; and are subsidized, 
at least in the interest rates which they pay 
for the government-furnished money that 
provides for their great development. 
Professor Fred Rogers Fairchild of 
Yale University, a world-renowned tax 
authority, says: “By charging rates below 
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what private companies can offer, TVA 
renders a valuable subsidy to the people 
in its territory; in short, they are getting 
their electricity at about half price, and 
the nation’s taxpayers are making up the 
difference, about $90 million a year.” 

America must come to grips with this. 
Any thinking person knows that no busi- 
ness can compete with the government to 
which it pays taxes. Likewise, all thinking 
persons know that private enterprise can- 
not compete when the government is sub- 
sidizing a competitor. 


Electric Rates Have Decreased 


js is almost unbelievable that privately 

produced electricity is lower in price to 
both industry and the residential user than 
it was years ago. In these days of infla- 
tion, of rapidly rising prices, of rapidly 
rising wages, of rapidly rising taxes (the 


El Paso Electric Company’s tax bill has 
increased 1,067 per cent in the last twenty 
years), it is surprising to find that the 
cost of electricity to the consumer has 
gone down. This is a great tribute to the 
efficiency of the free enterprise system. 
It is a tribute to the art which has been 
constantly improving the production of 
electricity. It is a tribute to the efficiency 
with which transmission lines have op- 
erated. There are few cases where prices 
in a period of great inflation have been re- 
duced, but electricity is one of them. 

In connection with this, it is of keen 
local interest that in its nearly sixty years 
of existence, the El Paso Electric Com- 
pany has never had a general rate in- 
crease. In the past twenty years, the unit 
price of electricity to residential users has 
actually been reduced 23 per cent. This 
stands almost unique in the experience of 


production and distribution on the Amer- 
ican scene. 


El Paso Electric Company 


[“ us take a closer look at this El Paso 
Electric Company. It was incorpo- 
rated in 1901, under the laws of Texas, 
and authorized to do business in New 
Mexico. It now has approximately 95,000 
customers and 8,000 persons own the com- 
pany through ownership of the stock of 
the company. From 1901 to 1949, that is 
forty-eight years, the plant investment 
grew from nothing to $20 million; that 
is a lot of money. But listen to this: At 
the end of the ten-year period of ’49 and 
’59, the plant investment had grown to 
$75 million. This means that in forty- 
eight years it grew $20 million, but in 
the last ten years it grew $55 million. In 
this last ten years it grew two and three- 
fourths times as much as it did in the 
forty-eight preceding years. This shows 
how rapidly our community has been 
growing and how rapidly the company 
has been expanding to take care of this 
growth. 

The company must constantly plan 
ahead. Many times a business can plan ten 
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to twenty years ahead, but I am told that 
the rapid developments in the art of pro- 
ducing and distributing electricity make it 
impossible to plan more than five years 
ahead. Also the demands for electricity by 
consumers are changing so rapidly that 
while long looks ahead are taken, specific 
plans are usually only five years in ad- 
vance. This is of great interest because 
the plant already mentioned took three 
years to plan and build. Thus the planning 
is approximately only two years ahead of 
accomplishment. The fifty-nine years of 
actual experience prove that we can rely 
upon this planning and this accomplish- 
ment to take care of our needs. There has 
never been a shortage of power in El Paso 
Electric’s area. 


HAT long-time planning is under way 

is proven by the fact that the El Paso 
Electric Company, in co-operation with 
other companies, is studying the use of 
atomic energy for the development of 
electric power. This kind of planning is 
going on all over the nation. A few power 
companies already have put atomic plants 
into operation. Today the cost of atomic 
energy for electricity is much higher than 
the cost from some other fuels. The long- 
time forecast is that owing to the increas- 
ing cost of these fuels, and through im- 
provements in the art of using atomic 
energy, eventually electricity will be de- 
veloped more cheaply by atomic energy. 
When that day comes the private utility 
systems will be ready to make the switch. 
Finally, let us take a look at the modern 
power plant itself. I am not an engineer. 


I do not know what points engineers 
would make, to show the size of such de- 
velopment. But as a layman, there are cer- 
tain points which seem important to me. 
Our new power plant in Las Cruces will 
produce 90,000 kilowatts of electricity. 
This is a one-third increase in the total 
production of electric power by the El 
Paso Electric Company. 


, iew plant cost $11 million. These are 

the dollars of free men, voluntarily 
investing in free enterprise. It took three 
vears to plan and to build. The top of the 
stack is as high as a 12-story building. 
There are few buildings within hundreds 
of miles around that are higher than this. 
The largest single piece of the plant, which 
was delivered during construction and 
lifted into place, was the “stator,” which 
weighs 118 tons. This is a little difficult 
for me as a layman on such matters to 
comprehend; but anything that weighs 
236,000 pounds takes a lot of skill and 
know-how to put into place—in one piece. 
The steam is generated at 1,000 degrees 
Fahrenheit. At this temperature the pipes 
begin to turn red. These few points give 
us some idea of the accomplishment that 
is going on every day and which we take 
as a matter of fact. 

Yet, because of this, we know there is 
sufficient electric energy to take care of 
our needs for the immediate future. We 
know that our electric standard of living 
has been provided. We may rest content 
in the thought that we shall continue to 
take for granted that highly important 
servant—electricity. 
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The Scope and Philosophy of 


Regulatory Commissions 


By the Honorable ALAN S. BOYD* 
Member, Civil Aeronautics Board 


How valid are some of the charges leveled at regulatory agencies? What 
Utopian substitute would their critics create that would function economically, 
efficiently, with no conflicts of interest and no personnel problems? Con- 
ceded the system is far from perfect. A commission is no better than the 
caliber of its staff. Until a new method of regulation is devised that can be 
proved superior to the present one, commissions should continue. They 
have their faults and need improvement. But they are the best instrument 
yet found for controlling businesses vested with public interest. 


HE philosophy and scope of the in- 

dependent regulatory agency ab- 

sorb the interest of those who come 
into contact with it. This has certainly 
been true in my case, both as a practitioner 
and as a member of the Florida Railroad 
and Public Utilities Commission for near- 
ly ten years before succeeding my good 
friend Louis J. Hector as a member of 
the Civil Aeronautics Board. As a CAB 
member, Mr. Hector became intensely in- 
terested in this regulatory philosophy. 


To quote a statement by my predeces- 


*For additional personal note, see “Pages with 
the Editors.” 


sor, “There have been many studies of the 
regulatory agencies by different groups 
within the past two decades. The many 
changes .. . proposed in these studies have 
been of two general types: (1) basic re- 
organization of our whole governmental 
machinery for economic controls, or (2) 
procedural improvements in the existing 
organizations.” 

The first proposal looking to complete 
reorganization of the system of economic 
controls is based on the assumptions that 
present regulatory agencies are not doing 
the job for which they were established, 
and that some other form of control or 
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regulation would function economically, 
efficiently, and with no possible conflicts 
of interest to be resolved by any person 
at any stage of regulatory action, With 
these assumptions I do not agree. 


oe attacks on independent regulatory 
agencies seem to have been started 
and nourished by a group within the 
American Bar Association. There are, of 
course, many others who would prescribe 
major surgery to eliminate the illnesses 
now attributable to these agencies. I refer 
to the American Bar Association group 
only to make the point that these are not 
stigmatized intellectuals or even men with 
no practical experience in the field. On the 
contrary, many critics of the system are 
men who know it intimately. The sincerity 
of these men cannot be questioned. There- 
fore, we must give serious thought to the 
charges leveled at the system and the solu- 
tions proposed. 

Those of us who are closely associated 
with a regulatory agency must agree that 
in the present system—whether it be state 
or federal—there are defects. But does 
this lead to the conclusion that we should 
change not only the rules of the game, but 
the game itself ? I think not. 


Critics’ Views on Regulation 

re getting deeply involved in reg- 

ulatory philosophy it might be wise 
to attempt to ascertain the feelings of 
groups other than those actively opposing 
the present system. While we cannot con- 
strue silence as consent, it is significant 
to me that no concerted outcry has been 
made, to my knowledge, by the regulated 
industries seeking a complete change of 
concept in regulation. Nor has the public 
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through the normal media of mass com- 
munications evidenced any such desire. 

This apparent satisfaction with the 
present concept of regulation may be 
based on ignorance in so far as the public 
is concerned, but I doubt it. Certainly the 
regulated industries are not ignorant in 
this area. It is logical to conclude that 
ethical conflicts or ex parte communica- 
tions leading to favoritism or discrimina- 
tion are not substantial factors in either 
policy making or adjudication, if indeed 
these functions can be clearly divided. It 
is generally agreed that our regulated in- 
dustries are not intimidated by the regula- 
tors and do not hesitate to express dis- 
satisfaction when they feel it. 

The regulatory ailment causing most 
anguish to the critics is that of joining 
policy, adjudicatory, and administrative 
functions in one body. The recommended 
therapy is to dismember the body. There 
is a high mortality rate suffered by pa- 
tients undergoing such drastic surgery. 
Would it not be preferable to prescribe 
a cathartic before consigning the patient 
to major surgery? 


fin critics employ a syllogism to state 
their case. Policy making requires 
frequent informal contact with the people 
regulated. Adjudication requires a deci- 
sion based altogether on the public rec- 
ord. The conclusion is that the premises 
are mutually exclusive—that one person 
is not capable of performing both func- 
tions. The defenders of independent reg- 
ulation say the conclusion does not follow 
from the premises. 
Policy making, in general, is the laying 
down in a rule-making proceeding princi- 
ples for the exercise of administrative 
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discretion in subsequent adversary pro- 
ceedings. In such cases there is no need 
for informal contacts with the people reg- 
ulated. There is such a need in the promo- 
tional features of certain agency require- 
ments. 


Factor of Regulators’ Integrity 
NE basic factor not included by the 
critics is that of the integrity of the 
regulator. Also, this thinking assumes that 
the mere separation of powers will elimi- 
nate conflicts. This does not jibe with 
reality. Our legislators face conflicts reg- 
ularly between two pressure groups or be- 
tween a speci7l interest and the public 
good. Enforcement personnel are contin- 
ually answering the question to file or not 
to file a complaint in a particular case. 
The executive is often required to decide 
matters on the basis of whether to assist 
friend or party or act in the public in- 
terest. The assertion that separation of 
powers will end conflicts in economic reg- 
ulation is to wink at the facts. The separa- 
tion sought by our critics also increases the 
complexity of regulation because of 
the substantially greater need for co-ordi- 
nation. 

Another point to consider: How would 
regulated industries fare if policies of reg- 
ulation became campaign issues, as they 
well could under the proposed separation? 
While the regulatory “experts” may not 
possess all the expertise attributed to 
them, they do know a great deal more than 
an uninformed public. And no one has 
asserted that intelligent decisions can be 
made in a field as complicated as economic 
regulation without some knowledge of the 
facts. 

In sum, the separation of powers will 


not eliminate the human element. The pos- 
sibility of conflict is present no matter 
how the theory of regulation be evolved. 
Personal integrity of the regulator is the 
only real safeguard available to insure fair 
and equitable regulation. 


Causes of Regulatory Lag 

| gumerenag lag is a serious problem, 

possibly the Achilles heel of the inde- 
pendent regulatory agency. We donot fare 
better because we are able to point to the 
poor job being done by the courts. The 
delay encountered in regulatory agencies 
is a problem into which we can sink our 
teeth. We have available means to alle- 
viate this problem. 

Regulatory lag is brought about by a 
number of causes. There is failure to re- 
strict to the essential issues raised in ap- 
plications. Also, the desire to cover too 
much territory in investigations instituted 
by the agency. In this day of explosive 
economic activity, most agencies must 
cope with more work than the staff can 
efficiently process. Furthermore, proce- 
dural statutes leave a lot to be desired; 
e.g., by requiring public hearings in mat- 
ters of little consequence and less public 
interest. 
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Seldom are hearing examiners given 
specific policy direction prior to hearing 
a case. While regulatory agencies are 
blessed with a number of highly compe- 
tent hearing examiners, they are cursed 
with an equal number of weak ones. These 
latter compound the problem of regulatory 
lag through failing their responsibility of 
determining admissibility of evidence. 
This is why some hearings continue ad 
infinitum. 


ne of the reasons for regulatory 
lag is enough to indicate solutions 
within the power of the agency. The crux 
of the matter is that the solution requires 
a continual hammering at causes. Since 
these are mostly administrative and ad- 
ministration has little appeal to the aver- 
age regulator, very little is done about it 
until a congressional or legislative com- 
mittee offers strong encouragement. 
Regulatory lag will never be solved by 
a group of commissioners adopting a res- 
olution requiring the staff to do something 
about it. Regulated industry and the pub- 
lic are not satisfied on being told that the 
agency is doing all it can. Results are 
wanted, not excuses. One member of ev- 
ery board or commission should have a 
primary responsibility to solve this prob- 
lem in his own agency. If we cannot solve 
this problem we are failures! 


Policies Not Made Clear 
HE independent agencies are attacked 
for their failure to enunciate policy 
in advance of action. 

This is especially true of the federal 
agencies. In fact, one agency has been 
charged with failure to enunciate policies 
either before or after taking action. The 
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criticism is that parties to cases are with- 
out means of ascertaining the ground 
rules to be used in deciding the particular 
case. 

Hence, a position may be urged by 
a party only to find that the agency goes 
off on a completely new tangent in its 
decision. 

There is merit to this charge, although 
the matter is not quite so simple as one 
might be led to believe. The problem 
comes about because regulation must look 
to the future. It would not be realistic for 
any agency to state that its next decision 
would be based on precedent without re- 
gard to changes in economic conditions 
or technological developments within the 
regulated industry. Unfortunately many 
decisions of recent vintage are of little 
value as precedent due to the revolution- 
ary developments in nearly all regulated 
industry. 

This does not excuse the agency from 
establishing a tentative policy prior to pre- 
hearing conferences or trial dates. Such a 
tentative statement would permit parties 
to prepare themselves along the line of 
policy indicated and to question on the 
record the wisdom of the proposed policy. 
Much can and should be done in this area. 


a is unfair, however, to say that regula- 

tory agencies do not have policies. So 
long as conditions remain the same the 
future policy should be found in past de- 
cisions, just as is done in cases at law. 
It must be remembered that the body of 
civil law has been tried and tested for 
centuries, whereas the body of law devel- 
oped by regulatory agencies is in the early 
stage of growth. In addition, state legis- 
latures and Congress each session make 
some changes in regulatory law. The 
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broad policies set forth in statutes must be 
refined and defined in application. 


Excess Details Attacked 


anne agency members are criti- 
cized for excessive involvement in 
minor details; the same is true of impor- 
tant matters where there is a body of 
precedent which could easily guide staff 
personnel exercising delegated authority. 

This charge is double-barreled. One is 
fired at the concept of the agency—the 
statutes establishing agency philosophy. 
The other is fired at agency members for 
their failure to delegate sufficient authority 
within the statutory framework. The 
charge has merit in both applications. 

It would be easy to detail examples of 
excessive involvement in minor details 
and failure to delegate authority on the 
part of the Civil Aeronautics Board. This 


is not important really because the problem 
is apparently universal. Actually, it is my 
impression that the CAB has done a better 
job in this area than most other regulatory 
agencies. Suffice it to say there is room 
for substantial improvement of the quality 


of regulation by positive action in further 
delegation of authority. 

One factor in our failure to delegate 
sufficiently is the fear that exercise of 
such authority by staff members may drop 
the agency into hot water. Sooner or later 
this will happen. But the importance of 
dealing adequately with major problems 
outweighs by far any temporary embar- 
rassment or criticism that may occur as a 
result of a faux pas at the staff level. Fur- 
thermore, a good staff will minimize the 
possiblity of mistakes in cases of dele- 
gated authority. 


Unproductive Workers 
Sie brings up another problem. 
While I am convinced that most peo- 
ple on most regulatory staffs are competent 
and conscientious, there seem to be staff 
members in almost every agency who are 
not productive. 

The Eskimo tribes have a custom of 
throwing old people out into the snow 
when they can no longer chew their blub- 
ber. In government generally and in reg- 
ulatory agencies in particular, we have a 
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much more humane method of treating 
with the old, incompetent, or shiftless. We 
simply kick them upstairs so we can bring 
in someone to do the job. 

' Now this is all very nice. We are being 
kind to our fellow man. It is easy to be 
generous when the money does not come 
out of our own pocket. It is also unpleas- 
ant to hand anyone his walking papers. 
However, this attitude creates havoc with 
the morale of the balance of the staff. We 
should also remember the great responsi- 
bility we have to spend properly the public 
money on which we exist. While it may 
sound harsh, I believe one of the major 
internal problems of regulatory agencies 
is that of weeding out incompetents and 
those who are unwilling to produce, as 
well as those few who are disloyal. 


— members should be the most 


familiar with its workings and 
therefore the severest critics of faults in 
concept. Where improvement can be ac- 
complished through legislative act, the 
changes to bring this about should be 
urged by the agency itself. 
Unfortunately, many such changes 
cause a diminution of jurisdiction and au- 
thority. We are then faced with the hu- 
man element, among both staff and agency 
members, who find it distasteful to relin- 
quish power. This natural reluctance com- 
pounds our regulatory problem. We there- 
fore continue to function in areas where 
we should not and the staff and agency 
have such demands on their time that it 
becomes virtually impossible to devote 
sufficient attention to matters of major 
importance. 


If No Regulation—What Then? 

N a recent editoria! on institutional vi- 

tality, the Virginia Bar News had 
something to say which is quite appropri- 
ate to our discussion. The gist of the edi- 
torial is that institutions (and regulatory 
agencies are) never stand still. They are 
subject to continuous testing of two types. 
One questions the wisdom of specific ac- 
tions; the other challenges the very pur- 
pose of the institution. This latter type 
can be a tonic or a crippling blow. 

The vitality of an institution depends 
upon the strength of its leadership and a 
clear conception of its purposes. When the 
purposes are agreed upon, specific issues, 
no matter how bitterly debated, can be 
ironed out rationally and with good will. 

Let the critics tell us if our purposes are 
agreed upon. Do they concur with us that 
there is a need for economic regulation 
of large segments of our economy? Or, 
do they really feel that there should be no 
regulation and that attacks on the present 
system will eventually wreck the inde- 
pendent regulatory system? 


i we are agreed as to purposes, the 

critics should be able and willing to 
present a documented case to show that a 
new system will perform in a more satis- 
factory manner than the present. Facts 
and figures are needed in addition to 
grand ideas and tenuous designs. 

If we are agreed as to purposes we can 
all work together for improvement. 
Meanwhile, we in regulation today should 
make our own improvements to the end 
that we may cure rather than be killed. 
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Washington and 


the Utilities 


More Regulatory Probing in 
1961? 


——e had Representative Harris 
(Democrat, Arkansas), head of the 
House Legislative Oversight Subcommit- 
tee, announced the end of his group’s in- 
quiry into the FPC when the investigation 
fever broke out in another sector. It ap- 
pears that the Senate Interstate Commerce 
Committee, headed by Senator Magnuson 
(Democrat, Washington), wants to get 
into the act. Magnuson ruled out politics, 
however, and conjectures about making 
the regulatory commissions a campaign 
issue. He emphasized that his group will 
not be open for business until January, 
1961, although committee investigators 
will naturally have to do some spade work 
before that time. 

Despite Senator Magnuson’s disclaimer, 
it is difficult to conceive how regulatory 
commissions can be kept out of the forth- 
coming campaign to some extent. In fact, 
there are those cynics who say that the 
Democratic majority in Congress, having 
unearthed shortcomings in our regulatory 
machinery, might prefer to talk about it 
all next fall, rather than to do something 























about it before that time. Already Demo- 
cratic platform makers are planning some 
stout planks on the subject of utility regu- 
lation, public ownership, etc., for the party 
convention in Los Angeles next July. In- 
cidentally, Clyde Ellis, indefatigable chief 
of the National Rural Electric Co-opera- 
tive Association, is reported to be one of 
the head planners in that area, which be- 
speaks a great deal about the likelihood of 
a “utility issue” during the campaign. 


CTUALLY, notwithstanding all the head- 
lines about Tommy Corcoran and 
other witnesses who have appeared before 
the Harris group, during the FPC hear- 
ings, there has been no real evidence of 
individual malfeasance, veniality, or any- 
thing of that sort which could really shake 
confidence in the integrity of our federal 
commission setup. Viewed from the stand- 
point of 20-20 hindsight, mistakes have 
undoubtedly been made and irregularities 
have occurred. It has been established that 
commissioners do occasionally have pri- 
vate contacts with representatives of coin- 
panies subject to regulation. From right 
to left, their personal qualifications and 
dedication to public interest have been 
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demonstrated quite favorably, objectively 
considered. 

With reference to the work of the Fed- 
eral Power Commission, in every instance 
the explanation of alleged irregularities 
has clearly shown that the individual com- 
mission members were trying to do the 
best they could with a difficult and com- 
plex situation, created by a number of 
circumstances beyond their control. Much 
of the difficulty has been the work of Con- 
gress and the courts. The congressional 
investigators privately admitted as much. 
But what they will say in their report is 
something else. 


‘peieneonal Harris is under some pres- 
sure to get out at least some token 
legislation. For this reason,.there may be 
a special bill covering the FPC or there 
may be final action on a limited bill to con- 
trol unofficial contacts between commis- 
sioners and other parties with pending 
cases, etc. In any event, the Harris sub- 
committee during the coming months will 
consider various bills which have been pro- 
posed for the regulatory agencies. 

Among these are bills which would: 
(1) provide closer control of off-the- 
record approaches, and require advance 
notice from persons wanting to appear be- 
fore an agency; (2) permit the President 
to remove a commissioner for cause, pro- 
vide for the election of commission chair- 
men by members, and require commission 
opinions to be prepared under the super- 
vision of a designated commissioner; and 
(3) place stricter controls on the transfer 
of broadcaster licenses and require the li- 
censing of radio and television networks. 
Only minor legislation is expected to be 
enacted (if any) at this session. The more 
extensive “reform bills” will have to go 
over until next year. 

Senator Magnuson insists that the 
forthcoming investigation of his commit- 


JUNE 23, 1960 


tee, which supervises the Federal Com- 
munications Commission, Federal Power 
Commission, Civil Aeronautics Board, 
Federal Trade Commission, and the Inter- 
state Commerce Commission, will be 
neither a headline-hunting nor witch- 
burning operation. “These regulatory 
agencies, right or wrong, are the most im- 
portant part of the government running 
the economy,” he said. Magnuson does not 
envision another investigation of scandals 
as has been conducted by the Legislative 
Oversight Subcommittee. Rather, he said 
it will be more like a “little Hoover Com- 
mission” which may come up with recom- 
mendations for revamping the federal 
regulatory agency setup. 


 paeshees Magnuson’s committee is pres- 
\J ently holding up approval of nomina- 
tions for the FPC. But this is really part 
of a general policy “freeze” over the pend- 
ing political election. The Democratic 
Senator from Washington said his com- 
mittee would like to look into “policy and 
all matters relating to the FPC” as part 
of its hearings on Thomas J. Donegan and 
Paul A. Sweeney, who have been nomi- 
nated by the administration to become 
members of the FPC. Senator Monroney 
(Democrat, Oklahoma), third ranking 
Democrat on the committee, has criticized 
President Eisenhower’s decision to drop 
FPC Commissioner Connole, saying the 
commission needs a strong voice of dis- 
sent. Monroney also has charged that the 
two nominees for the FPC were actually 
chosen by Vice President Nixon. Com- 
missioner Connole, whose term was due 
to expire June 22nd, insists that he is not 
interested in any continuation of his 
tenure. 

There was some speculation that Mon- 
roney and others in the Senate might try 
to keep Connole on the job by pressing for 
early action on a long-deferred and fairly 
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noncontroversial bill, which would permit 
FPC members to hold over until their suc- 
cessors qualify to take office. Most of the 
federal agencies already have such provi- 
sions; but for some reason or other the 
FPC does not. 

Apparently the nomination of Timothy 
J. Murphy, Boston attorney, to the ICC 
broke out of deadlock when a Senate sub- 
committee voted 5 to 2 to confirm him to 
the vacancy left by the resignation of for- 
mer Commissioner Anthony F. Arpaia. 
But the two FPC appointees, as well as 
the renominations of Earl W. Kintner to 
the Federal Trade Commission and Rob- 
ert E. Lee to the Federal Communications 
Commission, appeared to be frozen over 
the term unless some backstage agreement 
between Democratic leaders in Congress 
and the administration can shake them 
loose. 


y 


The Chief Justice’s Plan 
y™ Congress and the administra- 


tion continue to wrangle over regu- 
latory agencies and their members, a new 
voice on the subject was heard from the 
third constitutional branch of our govern- 
ment—the judiciary. Addressing the 
American Law Institute at its May meet- 
ing, U. S. Supreme Court Justice Warren 
unveiled a plan for improving the per- 
formance of the regulatory and adminis- 
trative agencies. 

Although the idea is not entirely new, 
the main feature would be the establish- 
ment of a permanent conference on ad- 
ministrative procedure. This conference 
would be made up of (1) members of reg- 
ulatory commissions; (2) lawyers who 
practice before them; (3) academic schol- 
ars and others with a special interest or 
competence in this field. The idea appar- 
ently originated with the Judicial Confer- 


ence of the United States. This conference 
maintains a continuous supervision over 
federal courts and makes proposals for 
improvements from time to time. 

The administrative conference, based 
on the pattern of the judicial conference, 
would not admittedly solve all the diffi- 
culties brought to light by the Harris 
Legislative Oversight Subcommittee. As 
former SEC Chairman James M. Landis 
(also former dean of Harvard Law 
School) has pointed out, regulatory agen- 
cies will always be under some pressure 
from Congress and the executive branch, 
as well as regulated interests. Other objec- 
tions to the continuous administrative con- 
ference are that it might develop into a 
refuge for disgruntled litigants dissatisfied 
with the results before the regulatory com- 
missions or appellate courts. The variety 
and complexities of work of the different 
commissions also pose a supervisory prob- 
lem for any one overall disciplinary or ad- 
visory agency. 


¥ 


Merger Rumors Rampant 


M* was the month of mergers, or at 
least talk about mergers, in the rail- 
road carrier and civil aeronautics field. Un- 
der the law of averages, it takes about three 
to a half-dozen rumors before one solid 


proposal jells. But even so, there was 
plenty to go around, considering the active 
steps being taken to consolidate air and 
rail lines through intercorporate combina- 
tions. 

All such agreements between manage- 
ments, of course, are subject to the double 
approval (or disapproval) of not only the 
shareholders’ groups involved, but federal 
regulatory authority. And past perform- 
ance has demonstrated that there is many 
a slip between the cup and the lip. Be that 
as it may, here are a few of the persistent 
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rumors which were bouncing around on 
the financial rialtos during the merry 
month of May. Most of these consolida- 
tion proposals were based on financial dith- 
culties caused by the duplication of passen- 
ger runs, especially for the airlines and the 
general worsening of traffic conditions, 
such as the impact of the St. Lawrence sea- 
way on the eastern railroad systems. 

In the air-line business, for example, 
there are areas which have more than five 
lines making identical runs between two 
given points. Over a dozen lines are now 
coming into the Washington area (not 
counting connections with foreign inter- 
national lines), and even more into the 
Chicago area. Capital Airlines, in serious 
trouble due to a foreclosure suit on its jet- 
propelled equipment filed by Armstrong 
Vickers, Ltd., has indicated it would be 
willing to merge with another line. North- 
west and Allegheny have been mentioned 
in this connection. 


Roy CHALK, owner of the transit 
e system serving Washington, D. C., 
as well as Trans Caribbean Airways, has 
announced that merger talks are under way 
with Capital and another “strong major 
carrier.” Chalk will also be recalled for his 
attempt to buy the New York city subway 
system. In still another merger conversa- 
tion, Trans-World Airlines and Northeast 
Airlines are reported to be considering a 
marriage of convenience. Both of these 
lines have financial links though financier 
Howard Hughes. Merger lightning has 
also been striking around the National Air- 
lines. 

On the railroad front, directors of the 
Atlantic Coast Line Railroad and Sea- 
board Air Line Railroad have approved 
a merger plan and will submit it to their 
stockholders in the near future. The two 
competing carriers would be merged into 


anew company called Seaboard Coast Line 
Railroad. Should the stockholders of the 
two lines go along with the merger, the 
new line would be among the nation’s ten 
largest in terms of operating revenues. 
Seaboard and Coast Line operate more 
than 9,309 miles of road along the Atlan- 
tic coast between Virginia and Florida. In 
addition, Coast Line also has about a one- 
third interest in the Louisville & Nashville 
Railroad, a 5,700-mile line. 

The Southern Railway Company is 
openly seeking a merger partner but no 
specific other line has been announced. 
First steps toward merger have already 
been taken by the Chesapeake & Ohio 
Railway and the Baltimore & Ohio Rail- 
road. Chesapeake had offered to acquire 
an interest in the Baltimore line through 
an exchange of shares. 


_ E. PERLMAN, president of the 

New York Central Railroad, on May 
26th at Albany, New York, disclosed that 
the road is holding merger talks with sev- 
eral other railroads. 

Perlman said at an impromptu news 
conference aboard a special stockholders’ 
train to the annual meeting at Albany that 
he would give details on merger develop- 
ments later. Any sizable link-up with an- 
other major road would make the New 
York Central the nation’s biggest rail car- 
rier. It is now second to the Pennsylvania 
Railroad. 

In confirming reports the line was hold- 
ing merger talks with the Chesapeake 
& Ohio and the Baltimore & Ohio rail- 
roads, Perlman said, “This combination 
of railroads not only would be to the 
mutual advantage of the three carriers and 
their owners, but would contribute sub- 
stantially to the establishment of a sound 
transportation system in the East, an ob- 
jective greatly in the public interest.” 
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Telephone and 


Telegraph 


Possibility of Interstate Rate 
Reduction Seen 


_ communications between Rep- 
resentative Celler (Democrat, New 
York) and Federal Communications 
Commission Chairman Ford regarding 
the American Telephone and Telegraph 
Company’s interstate earnings suggest 
that a further reduction of interstate 
long-distance telephone rates may be un- 
der consideration by the FCC. Repre- 
sentative Celler heads the powerful House 
Judiciary Committee and he also serves 
as chairman of the Antitrust Subcom- 
mittee. 

Representative Celler’s interest in 
AT&T activities goes back to the hearings 
which his subcommittee conducted in 1958 
with respect to the administration of a 
U. S. Supreme Court consent decree. Fol- 
lowing those hearings he demanded a re- 
duction of $150 million in interstate rates. 
The commission, however, took no action 
until July of 1959. 

In 1956 the high court ordered AT&T 
to have its operating subsidiary, Western 
Electric, confine its operations to the sup- 
plying of regulated system companies. 
Since that time the Antitrust Subcommit- 
tee has engaged in repeated “nudging” of 
the FCC regarding reductions in AT&T 
earnings. 


In July of 1959, the commission or- 
dered a $50 million reduction in annual 
income. In January of this year AT&T 
filed rate reductions (effective February 
7th) which brought the company in com- 
pliance with the commission’s order. 
These reductions applied to interstate and 
foreign message tolls and were the first 
change in U. S.-Canadian rates since 
1946. 

The subcommittee, of course, has no 
authority to instruct the FCC what to 
do about AT&T’s earnings relative to 
long-distance telephone rates. However, 
the subcommittee always has its own bail- 
iwick of further investigation—that of 
the court’s consent decree. 


_ correspondence between Celler 
and Ford indicates that the FCC has 
“under active consideration” the Bell sys- 
tem’s operating results for 1959 and the 
first two months of 1960. Celler has ad- 
vised the FCC that his subcommittee is 
“very much concerned” with interstate 
telephone rates, and he indicated that a 
$70 million reduction would be in order 
if the rate of return is to be reduced to 
64 per cent, “as would seem to be re- 
quired.” 

Chairman Ford has indicated that the 
FCC will, in its own time, and after its 
own investigation, decide what if any- 
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thing to do about this. He points to other 
factors to be considered, mainly the sepa- 
ration methods of allocating plant, ex- 
penses, etc., as between interstate and in- 
trastate traffic which might result in a 
further adjustment of Bell system earn- 
ings attributable to its interstate long-dis- 
tance business. 

Chairman Ford’s reply states that any 
final evaluation of the 1959 reduction and 
its effect on the level of interstate earn- 
ings should await further operating re- 
ports. He also indicated that in a few 
months following April the commission 
would be in a better position to evaluate 
the National Association of Railroad and 
Utilities Commissioners and FCC sepa- 
rations procedures. Ford states that if 
studies of separation procedures, being 
conducted by the NARUC, -should pro- 
duce a revision, material reduction in the 
level of interstate earnings of the Bell 
system could result. Such a revision would 
probably increase the amount of Bell sys- 
tem investment expenses assigned to the 
interstate jurisdiction, thereby producing 
a reduction in the level of interstate earn- 
ings as currently computed under the ex- 
isting methods of separation. 

It is difficult to judge just what will 
happen, regardless of Celler’s proposal. 
If the commission follows its past prac- 
tice, it will do what it thinks ought to be 
done, at the time when it thinks it should 
be done. 

> 


FCC Establishes Radio-TV 


Monitoring Unit 


HE Federal Communications Com- 

mission has established a “watchdog” 
division to check into radio and TV pro- 
graming in an effort to know what is 
going on in the industry “before some- 
thing gets completely out of hand.” This 
is the function of the new group as ex- 
pressed by Chairman Ford. It is known 


JUNE 23, 1960 


PUBLIC UTILITIES FORTNIGHTLY 


as the “Complaints and Compliance” di- 
vision. 

John C. Harrington, a veteran govern- 
ment employee, has been named as chief 
of the new office. Before joining the FCC 
he served with the Justice Department, 
the Federal Bureau of Investigation, and 
the Federal Security Agency. For the 
past several years he has been an attorney 
in the broadcasting bureau of the FCC. 

In announcing the formation of the 
group, Chairman Ford emphasized that 
there will be no attempt made to deter- 
mine if a program is good or bad, but 
effort will be made to investigate com- 
plaints and to determine if radio and TV 
stations are operating in the public inter- 
est. Plans are to begin with a small in- 
vestigating group, increasing the staff to 
twenty-five investigators if Congress ap- 
propriates the $300,000 requested by 
Ford. 

Establishment of the “Complaints and 
Compliance” division will, for the first 
time in the FCC’s 25-year history, send 
investigators into the field to supervise 
the 5,000 radio and TV stations in the 
nation. 


Pe apencas of the establishment of this 
group has come from both congres- 
sional and industry sources. The greatest 
single bulking point has been the possible 
censorship inherent in any such group, 
even though commission spokesmen insist 
that “good” and “bad” evaluations will 
not be made. The commission would, 
however, concern itself with irregular 
practices, such as “payola.” Representa- 
tive of the critics is Oliver Treyz, presi- 
dent of the American Broadcasting Com- 
pany, who has stated “you simply can- 
not legislate or endorse excellence in the 
creative field.” Senator Allott (Repub- 
lican, Colorado) has suggested that the 
commission investigators may find them- 

























ee et ee nd, ee ne. ee ee ee 


<> =F 4s 


* 


~ mr Th rh An —_ se FFF 


a th as wm -» 2 ano 2 











selves swamped with minor complaints, 
particularly as to whether programs are 
off-color or obscene. 

Chairman Ford made known his plans 
for a 25-man investigating force when he 
requested $300,000 from a Senate Ap- 
propriations subcommittee, headed by 
Senator Magnuson (Democrat, Washing- 
ton). Magnuson, in a remark that speaks 
of “things to come,” stated that “the next 
session of Congress” would have to go 
into the entire question of regulatory 
agencies. In the Senate the Interstate and 
Foreign Commerce Committee would 
have jurisdiction over such an inquiry and 
Magnuson is also chairman of that group. 
His remarks could portend extensive Sen- 
ate hearings, similar to those conducted 
by the House Subcommittee on Legisla- 
tive Oversight. 


> 
Suspension of Equal Time 


Likely 


—- is on in Congress to open the 
air waves during this presidential 
election year to the major presidential 
candidates. A joint resolution introduced 
in the Senate would suspend the equal 
time requirement of the Federal Com- 
munications Act and would free radio 
and TV stations from giving minor or 
splinter party candidates air time in the 
same proportion as major party candi- 
dates. The proposed legislation would 
only be effective in the 1960 election race 
and only “nominees” for the office of 
President and Vice President would be 
exempt. Following the election in No- 
vember, the full, equal time provisions 
would again go into effect. The FCC 
would be required to report the results of 
the test no later than March Ist of the 
following year. 

At this writing a subcommittee of the 


TELEPHONE AND TELEGRAPH 


Senate Commerce Committee has ap- 
proved the legislation and it seems likely 
that it will receive Senate approval. It 
would then be passed on to the House for 
similar action. The report requirement 
may be an indication that some changes 
are being anticipated in the Federal Com- 
munications Act itself. 


a 
House Votes to Continue 
Telephone Tax 


HE House has approved legislation 
which would renew for one year the 
10 per cent excise tax on local telephone 
service which was due to die on June 
30th. The bill was called up under a 
“closed rule” which barred any amend- 
ments to the proposal, which also ex- 
tended excise taxes on liquor, cigarettes, 
automobiles, and passenger travel. There 
has been strong sentiment in the House 
to permit the telephone tax at least to 
lapse. The final vote of 223 favoring 
to 174 opposed was much closer than 
had been expected. P 
The only hope for any relief now rests 
in the Senate where the “closed rule” 
will not be invoked and amendments to 
the House bill could be made. 


» 


Further Tests of Project 
“Echo” 


F.. gesaaron tests have been conducted, 

aimed at putting a radio-mirror sat- 
ellite into orbit in the near future. In 
the latter part of May a two-stage test 
rocket transported a tightly folded bal- 
loon to an altitude of 210 miles. As 
scheduled, the balloon then inflated into 
a 100-foot aluminum-coated sphere. The 
test firing, which took place at Wallops 
Island, Virginia, was designed to test the 
balloon ejection and inflation system. 
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Views of Bell Officials on 
Importance of Fair Value 


“hi the April 14th issue of the Fort- 
NIGHTLY we summarized the views of 
officials of our largest utility, American 
Telephone and Telegraph Company, on 
the regulatory problem, and the necessity 
for a liberal rate of return in order to 
promote progress in the utility industry. 
A more detailed analysis of Bell officials’ 
views on the need for a fair value rate 
base may also be of interest. While some 
of the figures mentioned may be a little 
out of date, they serve adequately to illus- 
trate the arguments and support the con- 
clusions. 

Even those regulatory commissions 
which apparently accept the facts of infla- 
tion have been generally unwilling to give 
full weight to current cost of construction 
in the rate base. “Fair value” rate bases 
have usually been somewhere halfway be- 
tween net reproduction cost and net orig- 
inal cost. However, even this partial rec- 
ognition is helpful in achieving better 
earnings. Net reproduction cost of the 
Bell system telephone plant is at least 30 
per cent higher than original cost, it is 
estimated. If half of this figure were uni- 
formly recognized by all the state com- 
missions, so that the system rate base as 
a whole exceeded net original cost by only 
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half this excess or 15 per cent, revenues 
would be increased substantially. In a 
number of telephone rate cases where fair 
value was allowed, the rate bases ranged 
from 1 to 38 per cent above net book cost, 
and averaged about 15 per cent higher. 


ts seems rather obvious that the desired 
improvements in earnings cannot be 
easily obtained by raising the rate of re- 
turn as applied to book (original) cost. 
Since World War II the state commis- 
sions, in regulating the telephone industry, 
have generally considered that 6 per cent 
to 7 per cent represented a fair rate of 
return. Since rate of return is not very 
flexible, adjustment of the rate base is 
the alternative way to improve earnings. 

In a summary of Bell system rate case 
orders during 1953-57, the intrastate rate 
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of return on book capital averaged as fol- 
lows: 


11 Fair Value States 


20 Book Cost States Where Fair 
Value Was Claimed 


17 Book Cost States Where Fair 
Value Was Not Claimed 5.9 


Thus the best results were obtained in the 
group of states where fair value was fully 
recognized, and the lowest earnings in the 
group where fair value was not claimed. 
Moreover, the level of local service rates, 
the frequency of rate cases, and the per- 
centage increases in rates all were lowest 
in the fair value states and highest in the 
book cost states. 


genera the regulatory status of fair 
value (referred to below as “‘value’’), 
an AT&T official stated : 


The door is open to value in all ex- 
cept two states, but in only 14 states is 
it being applied. In 16 states (includ- 
ing the two where value is prohibited 
by statute) and in the District of Co- 
lumbia no testimony on value was of- 
fered in the most recent rate case. In 
most of the other states, where value 
testimony was presented but was re- 
jected by the commission, the issue was 
not tested in the courts. 


A major problem in attempting to ob- 
tain greater recognition in regulatory cir- 
cles of fair value is to overcome the as- 
sumption, in some quarters, that we have 
had inflation, and that it will not continue 
in the future. But according to studies 
made by Bell officials, recent reproduction 
costs show a ratio to book cost ranging 
between 1.28 to 1.43, based on appraisals 
in 14 states. While there may be intermit- 
tent price declines in the future, it is very 
unlikely that these will be of sufficient 
duration and magnitude to reduce repro- 


duction costs below book cost. Moreover, 
economic, political, and social considera- 
tions indicate continued inflation on a 
long-term basis. Even during the depres- 
sion of the 1930’s, reproduction cost re- 
mained about equal to book cost, accord- 
ing to appraisals in 22 states during the 
years 1932-40. (The range was 88 per cent 
in Florida to 109 per cent in California, 
and the average 101 per cent.) 


W: now have many built-in policies 

and safeguards, devised at Wash- 
ington in the past three decades, which 
seem almost to guarantee that there will 
be no deflationary trend. Prices have con- 
tinued to rise during periods of minor 
business recession. Hopes for disarma- 
ment have apparently been blasted. Var- 
ious pressure groups continue to demand 
increasing economic advantages. Sumner 
H. Slichter has stated his belief “that the 
price level will creep upward fairly stead- 
ily and with only minor interruptions dur- 
ing the next ten years, giving us by 1967 
a price level roughly 20 per cent to 30 
per cent higher than the present one... .” 
Hence, the Bell people feel that inflation 
will continue to affect rate bases. 


While it is true that there has been 
a long-term trend of inflation throughout 
U. S. history, the shrinkage in the value 
of the dollar in the twenty years since 
1940 is greater than the shrinkage that 
occurred in the preceding one hundred 
years. The investor of 1940 has had half 
of the value of his original investment 
destroyed (either confiscated or expropri- 
ated) where original cost regulation has 
been in operation. Most lines of business 
activity have been able to adjust to infla- 
tion—but not the regulated industries, ex- 
cept where the commissions have recog- 
nized inflation. 

If adjustments in book capital were 
made for inflation, the earned rate of re- 
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turn would be lowered perhaps 13 per cent 
or more. Thus the reported return for the 
Bell system of about 6} per cent in 1957 
would be reduced to about 5 per cent after 
adjusting capital on this basis. (See chart, 
this page. ) 


ANY technical objections are made 

by regulatory commissions reflect- 
ing unfair assumptions or ignorance of 
basic data regarding inflation. Thus, in a 
number of cases the commissioner has 
held that most of the plant had been built 
since World War II and thus the present 
book cost reflects the inflation. Another 
argument is that “much of the existing 


z 


plant would not be reproduced because it 
is obsolete.” And another is that “anti- 
quated plant is valued higher than its 
modern counterpart.” In some cases also, 
the applicability of price indexes and the 
use of “trending” methods are questioned. 

In many of these cases it may be sus- 
pected that the arguments were resorted 
to merely to avoid having to grant higher 
rates, which would obviously have been 
warranted by the use of fair value data. 
As one official expressed it, 


We believe that these criticisms 
are not the real reasons why commis- 
sions resist recognizing value. Some 


BELL SYSTEM 
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commissions are attracted to original 
cost as the easy and supposedly less con- 
troversial way. Some may suspect a 
value base to be a device to unwarrant- 
edly benefit the utility investors. Some, 
who recognize the fairness and neces- 
sity of adjusting for inflation, feel that 
this can be accomplished by some such 
means as raising the rate of return rath- 
er than through rate base. Finally, there 
may be some commissions who conceive 
it their duty to allow only bare mini- 
mum rates regardless of equities. 


N pressing for fair value, the fact should 

be stressed that fair value regulation 
benefits all parties concerned—the utility, 
the customer, and the commission. The 
proof of this is found by comparing the 
results of operation under regulation in 
the various states. A study of the Bell sys- 
tem indicates that local service rates are 
lower on the average in the fair value 
states—not because of fair value by itself 
but because fair value regulation produces 
better earnings, and better earnings per- 
mit better service and lower rates in the 
long run. Moreover, fair value and better 
earnings benefit the commissions in re- 
quiring fewer rate increases and smaller 
amounts of increases. In general, the 
poorest results are in the lower earnings 
states where no consideration is given to 
fair value. 

The same results have been proven in 
the case of electric and gas utilities. C. P. 
Guercken of Ebasco Services has analyzed 
the earnings and residential rates for 103 


Average rate of return on capital, 1957 
Average monthly residential bills 1957, ae 


250 
500 


“ 


“ 


925 


electric utilities with the results shown in 
the table below. 

Regarding gas utilities—Bell system 
data show that, to an even greater degree 
than for electric rates, residential gas rates 
are lower for the better earning companies 
than for the poorer earning companies. 


B= system spokesmen feel that the 
fair value approach should place the 
emphasis on rates which “maintain the 
financial integrity” of the investor (in 
Hope case terms) rather than on rates 
which “enable the company to attract 
capital.” Unfortunately, new capital can 
usually be attracted despite poor earnings 
simply by selling stock below the market 
price. 
* 


The Interest-during-C onstruc- 
tion Credit—Goodbody’s Study 
peng & Co. has published a table 


of 99 electric utility companies, 
showing earnings for the three years 
1957-59 with the interest during construc- 
tion excluded. The table also gives the 
amount of the interest credit for these 
three years, and estimates for the 1960-61 
figures. The companies are listed in three 
sections: (a) those not using liberalized 
depreciation, (b) those using the flow- 
through method, and (c) those normaliz- 
ing the benefits of liberalized depreciation. 
The firm points out that while there is no 
direct relationship between interest-dur- 
ing-construction credits and liberalized 
depreciation, they are making it a practice 


65 Companies 
in Book Cost 
Jurisdictions 


38 Companies 
In Fair Value 
Jurisdictions 


$1.86 
3.75 
7.09 
9.88 
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to classify companies in this manner so 
that earnings may be more easily com- 
pared. 

Regarding the interest credit, it states: 


Normally a utility company builds a 
new generating plant in anticipation of 
demand, but frequently it does not have 
a sufficient load so that this new plant 
and all other facilities are fully used 
immediately. A company normally plans 
on having a certain amount of reserve 
capacity. But its earnings cannot always 
keep up with the increase in the plant 
account. When a large new generating 
unit goes into service, the interest 
during construction covering this facil- 
ity ends and, at the same time, the 
company must earn the operating ex- 
penses, maintenance, and depreciation 
on this new facility. Sometimes a time 


3 


lag occurs so that the earnings after the 
completion of a large unit and the 
elimination of the interest during con- 
struction do not fully equal the amount 
the company has been reporting with 
this credit. But gradually the earnings 
should move up, and if they do not 
move up then the company would have 
to seek rate relief so as to show ade- 
quate earnings. 


Or the 99 companies in the table for 
which earnings per share are shown, 
16 reflect a decline in earnings and of this 
number seven had a drop in interest- 
during-construction credits. In 1959, 48 
companies showed lower credits for 
interest during construction and 32 will 
show a decline this year, it is estimated. 

In 1959 there were 16 companies with 
credits which equaled or exceeded 10 per 


CALENDAR OF PROPOSED UTILITY OFFERINGS 
June 15th—August 31st 


Approx. 
Amount 
(Millions) 


Date 
Bidding 
Or Sale 

6/— 
6/— 
6/16 


Southern Union G 


Gulf States Utilities 
Tampa Electric 
Illinois Bell Telephone 
Sierra Pacific Power 


SOE MEIN Sa oo gS in Sus ga dais winsome avaw Eee SONAR 


Laclede Gas 


Semeeepered RUNING RE EW NG os ois Go wie is sic we Gee's sweeadiduuies swideieers 


Northern Illinois Gas 
Mississippi River Fuel 


Py UIA ee Sale eck Se ae ud ES A wiaedaeio ee asin 


Southern Counties Gas 


RRS ARIE hc Snr oi cui Sis alain a Ru aik cig ais asin eataneaiacese 
ENTERED MBE SERN. og Givi 54 usb waa slas bute GE SE oN Seo aSe 4 


Bonds and Debentures 
Texas Eastern Transmission 


Savannah Electric & Power 


Southern California Edison 


ANAAANBAAAANAANANANANABZZ 


Convertible Debentures (rights) 


Consumers Power 


Preferred Stock 
Gulf Power 


oe) 


Aa 


Common Stock—Offered to Stockholders 


5 Laclede Gas 


*Preliminary, or rating of similar issues. C—Competitive. N—Negotiated. 
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cent of reported share earnings, compared 
with 35 in 1958, 17 in 1957, and six in 
1956. 

When the credit reaches or exceeds 
10 per cent, close following of reported 
earnings is advisable, the study points out, 


since the stock may react due to tempo- 
rarily lower earnings; a sharp drop in 
earnings may occur when the credit is 
large, as time is required to develop higher 
earnings in some cases after the credit is 
dropped. 


e 


RECENT UTILITY BROCHURES BY WALL STREET FIRMS* 


Firm 


Bache & Co. 

Amott, Baker & Co.,, Inc. 

OU PHAR CO gicidinin soisinie oo sislelsisiseanens 
Merrill Lynch, Pierce, Fenner & Smith . 
W. E. Hutton & C 

H. Hentz & Co. 


Company Analyses 


American Telephone & Telegraph 
American Telephone & Telegraph 
American Telephone & Telegraph 
American Telephone & Telegraph 
American Telephone & Telegraph 
American Water Works 
American Water Works 
American Water Works Dreyfus & Co. 

American Water Works Oppenheimer Ge Cok occcc ccs eccesccwase 
Anglo-Canadian Telephone Co. .............. Amott, Baker & Co., Inc. 
Arkansas-Louisiana Gas Eisele & King 

Atlantic (City -Dlecthic (Co, . .....sissesasececes Iec(ata; 0) GCI at CF aa 
British GColtimbla POWET oo. escsss cocs cece ses Fahnestock & Co. 

California Water & Telephone Hill Richards & Co. 

Central & South West Argus Research Corporation 

Cincinnati Gas & Electric Co. ie. WV, E PeSSpitel (Ce COG ise cack bd ee okie 
Go ge US sl og Ol re Goldman, Sachs & Co. 

GRR: EIS, EO oa oie is 0 055 ola cceioreisles. ais Te CAS IGOR Ce Oe oie coins Session sinc 
Clever  PNCCIIC, CO. 6556 s.00 00 0:0 acces sec Argus Research Corporation 

Columbus & Southern Ohio Elec. ............ Merrill Lynch, Pierce, Fenner & Smith . 
Commcnwealth Edison Co. ...............06 GOOCUOO Ol CON oleae ia/iio.a%s Saitieids wis. cecwins 
Consolidated edison of N, Y. ......26.00e000 Warr EE Copurinid Co} 6 osossiiicsacecss 
DEG ENED, okies ss cos esewsedcseotse aad Argus Research Corporation 

General Public Utilities Hirsch & Co. 

ferteatroral Del Ge LEE 660s se esis cise clsicis one Hirsch & Co. 

HistetrintiOt Pele GE WEL. occ cies ccieicecics sce’ A. M. Kidder & Co. 

Mississippi River Fuel Argus Research Corporation 
Montana-Dakota Utilities Merrill Lynch, Pierce, Fenner & Smith . 
Montana-Dakota Utilities Kidder, Peabody & Co 

National City Lines Bruns, Nordeman & Co. 

Niagara Mohawk Power Corp. .............. 15 Gas rr dal 80 an arrears 
Niagara Mohawk Power Corp. .............. ie POH CE CCN COne odie aivigic voc ncierernwie sie/ei 
Ohio Edison Co. Ge CO 5c ois oe Veeseurnsasalasis 
Pacine Gast HIGH COL ois cikicc cc cswlens's Merrill Lynch, Pierce, Fenner & Smith . 
Pacitic Power CLight Co, cescccccscecciesccs Merrill Lynch, Pierce, Fenner & Smith . 
Pennsylvania Power & Light Co, ............ Argus Research Corporation 
Philadelphia) Plectric- C6. ..6.5 cc ccecesseences Blair & Co. 

Pupue service GO. OF Ny Ee scccsesce sesces H. Hentz & Co. 

Public Service Electric & Gas Co. .......... Merrill Lynch, Pierce, Fenner & Smith . 
Public Service Electric & Gas Co. .......... Thomson & McKinnon 

Puget Sound Power & Light Co. ............ Merrill Lynch, Pierce, Fenner & Smith . 
DOS OEE OO is siecle cesieseesies noeais Canadian Business Service 

Rochester Gas & Electric Corp. .............. Goodbody & Co. 

Southern Co. Merrill Lynch, Pierce, Fenner & Smith . 
Southern Co. Reynolds & Co. 

Southern Natural Gas Argus Research Corporation 
Southwestern Electric Service Co, ........... Rauscher, Pierce & Co, 

Rey 8) i an cm Argus Research Corporation ........... 
Texas Gas Transmission Corp. ........00000. Investment Dealers’ Digest 

NOraGts PHECEIC GCOr ois 6% sind ooesioaiecaviws ces Merrill Lynch, Pierce, Fenner & Smith . 
Western Union Telegraph Co. ............... Argus Research Corporation 

Wisconsin Electric Power Co. ............5. GOOMIOE CET CON s ceisictcasis-oalecinele oSte.au 
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Tabulations, General Studies, Etc. 
Canadian Public Utilities Jones, Heward & Co. (Montreal) 
Public Utilities Bulletin Eastman Dillon, Union Securities & Co. 10 


Utility Stocks to Buy in Periods of 
Market Weakness IGpOa DON BNO: niisickccasauscSesseeoes 


Electric Utility Growth Stocks .............. RW. Pressprich Be GG, esi dee sso sss 


Reasonably Valued Electric Utility Stocks 
Offering Better-than-Average Yields BEE OE OO ona sik ous enees nee sean es « 


Good Value in Electric Utilities a eee SPUD; coiniicbawics cowsiesaeos bes 
The Florida Scene COCCI E a. © ae ee a 
Utility Common Stocks PIO NOD: oc pa SAw wees Saw ewesas anes 


*This list is published several times a year, the last previous one being in the March 3rd issue. 


FINANCIAL DATA ON GAS UTILITY STOCKS 


Annual 5/31/60 Divi- Recent Per Cent Increase Price- 
Rev. Price dend Approx. Share In Share Earn. Earns. 
(Mill.) About Rate Yield Earnings Recent 5-yr.Aver. Ratio 


Pipeline and Integrated Systems 


Ala, Tenn. Nat. Gas.... 25 $1.20(k) 4.8% $1.58Ma 12% 8% 158 
American Nat. Gas 64 = 2.60(L) 4.1 4.57Ma 14 7 14.0 
Arkansas Louisiana Gas . 33 1.00 3.0 1.68De 38 19.6 
Colo. Interstate Gas .... 35 1.25(r) 3.6 1.73Ma NC 20.2 
Columbia Gas System .. 19 1.00 5.3 1.46Ma 6 13.0 
Commonwealth N. G.... 22 1.00 4.5 1.64De 1 13.4 
Consol. Gas Util. ....... 24 .90(b) 3.8 1.51Ja 8 15.9 
Gonsol. Nat. Gas ....0... 43 2.20 5. 3.02Ma D12 14.3 
El Paso Nat. Gas ol 1.30 4.2 1.66De 5 18.7 
Equitable Gas 35 1.85 53 241Ma D6 14.5 
Houston N. G.. 2.2.42 34 80 2.3 1.520c 3 22.4 
Kansas Nebr. Nat.Gas.. 49 2.08 4.2 3.69Ma 22 13.3 
Lone Star Gas 38 1.80 4.7 2.47 4 15.4 
Miss. River Fuel 31 1.60 S27 2.19De i2 14.2 
Montana Dakota Util. .. 29 1.20 4.1 1.92Ma 9 15.1 
Mountain Fuel Supply .. 26 120 46 1.77De 13 14.7 
Natl. Fuel Gas .. ..... 22 1.15 a2 1.67Ma D8 13.2 
Northern Nat. Gas 28 1.40 5.0 2.03Ma 26 13.8 
Oklahoma Nat. Gas .... 27 1.24 4.6 2.22Ma 16 12.2 
Panhandle East. P. L... 42 1.80 4.3 3.30De 18 12.7 
Pennsylvania Gas 25 1.20 48 2.61De 23 9.6 
Peoples G. L. & Coke .. 64 2.30 3.6 4.17Ma 13 15.3 
Pioneer Natural Gas .. 23 88 3.8 1.40De 27 16.4 
Southern Nat. Gas 35 2.00 57 182Ma D9 19.2 
Southern Union Gas .... 23 1.12 4.9 1.50De 7 15:3 
Tenn. Gas Trans. ...... 23 1.10 4.8 1.29Ap 19 17.8 
Texas East. Trans. 27 1.40 52 2.28Ma 11 11.8 
Texas Gas Trans. ...... 34 1.40 4.1 2.53Ma 23 13.4 
Transcont. Gas P. L 20 1.20(b) 6.0 1.25Ma 3 16.0 
United Gas Corp. ...... 29 1.50 52 2.20Ma D8 13.2 


$ 6 
227 
111 
62 
465 
21 
12 


55 
36 
24 


88 
31 
29 
94 
43 
16 


33 
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46 
463 


_ 


NONONONONOUNNNUONUNNOONUNNONOS. ND 
NDO RN Ww 


Averages 4.5% 10% 8% 15.1 


Retail Distributors 
34 S Alabama Gas $1.60 5.7% $2.44Ma 15% 1% 11.5 
57 1.80 6 13:7 


O Atlanta Gas Light 5.0 2.62F D10 
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76% 
57 
60 
72 
69 
61 
60 
73 
78 
77 
53 
56 
73 
73 
63 
68 
69 
69 
56 
55 
46 
55 
63 
110 
75 
85 
61 
55 
96 
68 


68% 


57% 
69 


43% 
40 


40 
26 
45 
52 
59 
58 
17 
46 
20 
36 
43 
52 
30 
53 
52 
32 
34 
38 
59 
43 
41 
36 
29 
26 
21 
24 
20 
41 
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Approx. 






Annual 5/31/60 Div Recent PerCent Increase Price- Div. Common 
Rev (Continued) Price dend Approx. _Share In Share Earn. Earns. Pay- Stock 
(Mill.) About Rate teld Earnings Recent 5-yr. Aver. Ratio out Equity 















3 © Berkshite Gas «6.000 16 100 63 1.22F D14 6 13.1 82 41 
7 A Bridgeport Gas ........ 30 1.68 5.6 1.89Ma D29 5 15.9 89 48 
6 O Brockton-Taunton Gas .. 19 1.00 5.3 1.30De¢ 10 18 14.6 77 46 
89 S Brooklyn Union Gas .... 27 120 44 1.76Ma D2 6 $3 68 42 
45 O Central Elec. & Gas .... 25 120 48 1.89Ma 16 9 132 6 18 
14 O Gent: Indiana Gas ...... 14 .80 57 88Ma a — 15.9 91 58 
6 O Chattanooga Gas ....... 4 — — .26N D40 —_ 15.4 — 44 
16 O Elizabethtown Gas ..... 34 160 4.7 2.92Ja D3 11 116 55 79 
TA O° ‘Gas SErvice .nsiiecsccdes 34 1.72 51 2.16Ma D23 8 15.7 80 35 
9 © Partiord Gas ..cccsccs 44 2.00 45 2.90Ma — 15.2 69 51 
So © Fbaverni Gas ...566655% 28 1.60 Sy 199Ma D7 12 14.1 80 53 
21 O Indiana Gas & Water .. 22 1.00(b) 4.5 1.55Ma a 5 142 65 46 
ee oe a 22 1.05 48 1.45Ma 18 8 152 72 38 
7 O Mich. Gas Utils. ....... 13 60 46 .20Ma 22 5 14.4 67 37 
53 O Minneapolis Gas........ 30 155 5.2 2.09Ma 2 — 144 74 43 
18 O Miss. Valley Gas ...... 22 1.20 5.5 1.93Ma D14 — 11.4 62 7 
6 O Mobile Gas Service .... 26 1.10 4.2 1.45Ma 10 4 17.9 76 38 
8 O New Haven Gas ....... 37 2.00 5.4 3.24De 5 5 11.4 62 68 
16 O New Jersey Nat. Gas... 23 .90 3.9 1.38Ma NC 12 16.7 65 36 
105 O Northern Illinois Gas... 34 120. 3:5 1.94Ma 20 14 17.5 62 50 
10 O North Penn Gas ....... 12 65 5.4 1.15Ma 31 10 10.4 57 60 
20 O Northwest Nat. Gas .... 22 84 3.8 *1.50Ma *34 *11 9 *14.7 56 §6. 36 
307: S) Pacific Lighting ........ 48 2.40 5.0 3.03Ma 2 Z 158 79 41 
12 O Piedmont Nat. Gas...... 13 50 3.8 76De D17 — 17.1 66 27 
2 © Portiand Gas Lt. .....5. 17 .75(m)4.4 1.93De D12 13 8.8 39 27 
11 A Providence Gas ........ 10 56 5.6 65De 8 5 154 86 48 
4 A Rio Grande Valley Gas. 4 16 4.0 32De D6 7 12.5 50 4 
5 O So. Atlantic Gas ........ 14 80 57 87De D28 _— 16.1 92 #30 
16 S_ So. Jersey Gas ........ 24 100 42 1.35Ma 8 13 77 74 51 
36 S United Gas Improvement 51 2.40 4.7 3.39Ma 1 10 15.0 71 49 
63 S Wash. Gas Light ...... 48 224 4.7 3.90Ma D8 2S 12.3 57 39 
is © Wash Nat Gas ..i..<6. 24 (zg) — 139De 111 20 17.3 _— 38 
12 O Western Ky. Gas ...... 18 7 3.9 1.62Ma 59 3 TEI 43 41 
esiektenieets 4.8% 6% 6% 15.2 70% 
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FINANCIAL DATA ON TELEPHONE, WATER, AND TRANSIT STOCKS 






Appros. 












Annual 6/3/60 Divi- Recent Per Cent Increase Price- Div. Common 
Rev. Price dend Approx. Share In Share Earn, Earns. Pay- Stock 
(BMill.) About Rate Yield Earnings Recent 5-yr. Aver. Ratio out Equity 






Communications 


American T.& T. (Cons.) 90 $3.30 % *$5.27F *11% = *4% *17.1 63% 64 
Bell Tel. of Canada .... 45 2.20 2.39De 12 — 188 92 62 
Cin. & Sub. Bell Tel... 91 4.50 5.57De 8 2 16.3 81 77 


Ss 3.7 
A 4.9 
O 5.0 
288 A Mountain Sts, T. & T. .. 191 6.60 3.5 10.14F 19 
A 4.9 
S 4.1 
O | 










7 ASS 65 -59 

380 New Eng, T. & T. ...... 35 L72 2.24Ma 9 7 156 77 59 
1,040 letrebi(aad We (ald eee 28 = 1.14 1.51F 27 6 85 2 57 
So. New Eng. Tel. ..... 43 2.20 2.51De D3 5 17.1 88 65 





siosisteisie viele . 12% 4% 






Independents 









7 O Anglo-Canadian Tel..... 40 $1.20 3.0% $3.37Ma 9% 21% 11.9 36% 44 
45 O British Col. Tel. ....... 45 220 49 3.08Ma 90 — 1146 71 28 
4 O Calif. Inter. Tel. ....... 13 70 3=5.4 .92Se 10 NC 14.1 76 = 24 
25 O Calif. Water & Tel. .... 28 128 4.6 179Ma — 5 156 72 36 
Ze © Central Tell i..2. 5.86. 21 .88(b) 4.2 1.57De 13 — 134 56 33 
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Annual ‘ 6/3/60 Divi Recent Per Cent Increase Price- Div. ee. 
Rev. (Continued) Price dend Approx. _Share In Share Earn. Earns. Pay- Stock 
(Mill.) About Rate Yield Earnings Recent 5-yr. Aver. Ratio Equity 
1.47De 9 8 14.3 
1.32De Se 4 21.2 
1.14Ma 10 30.0 
*1.26Ma ee S75 
.77De 20.8 
1.54De 15.6 
1.44De 16.7 
9.71Ma 19.0 
1.95De 20.5 
1.89Ma 5 13.2 
2.59De 19.3 
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Commonwealth Tel. .... 
lori Gs — aera 
General Tel. & Elec. .... 
Hawaiian Telephone .... 
Inter-Mountain Tel. .... 
Rochester Tel. 

Southwestern St. Tel. .. 
Telephone Serv. of Ohio 
United Utilities 

West Coast Tel. ....... 
Western Union Tel. .... 
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Averages 


Water Companies 
Holding Companies 


American Water Works. 


Operating Companies 


Bridgeport Hydraulic ... 
Calif. Water Service .... 
Elizabethtown Water .. 
Hackensack Water 
Indianapolis Water 
Jamaica Water 

New Haven Water ... 
Ohio Water Service .... 
Phila. & Sub. Water .... 
Plainfield Un. Water .... 
San Jose Water 
Scranton-Springbrook .. 
South. Calif, Water .... 
Southern Gas & Water.. 
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Averages 


Transit Companies 


Baltimore Transit : 72% 
Cincinnati Transit 7 0 : ; 193 

Fifth Ave. Lines _ 

Greyhound Corp ; D5 

Nat. City Lines : é A 33 
Niagara Frontier Trans. j 10De+ D87 
Pittsburgh Rys. ........ 1 Z : a _ 
Rockester Transit é : 1.08De 26 
Se PO a eee ; : .77De 13 104 
cee Cy a oe 59De 146 = 
United Transit : L .89De 18 79 


52% 2% 100 75% 
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33 


55 
90 


37 
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A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
change. Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; Jy—July; Au—Au- 
gust; Se—September; Oc—October; N—November; De—December. NC—Not comparable. NA—Not 
available. D—Decrease. *On average shares. **Includes tax savings from accelerated depreciation. (a)— 
Adjusted to climinate 13 cents per share of nonrecurring tax savings. (b)—Also 20 per cent stock dividend 
January 15, 1960. (d)—Also 1 per cent stock dividend quarterly. (e)—Also 3 per cent stock dividend Jan- 
uary 7, 1960. (g)—five per cent stock dividend April 10, 1959. (j)—Also 5 per cent stock dividend March 19, 
1959. (k)—Also 20 per cent stock dividend March 9, 1959. (L)—Also 10 per cent dividend June 10, 
1959. (m)—Also 10 per cent stock dividend January 15, 1960. (n)—Excludes profit realized on sale of 
Los Angeles Transit $3.81 per share. (p)—Also 5 per cent stock dividend June 30, 1959. (q)—Also 
3 per cent stock dividend December 31, 1959, (r)—Also “7 per cent stock dividend June 13, 1960. (s)— 
Also 10 per cent stock dividend March 31, 1960. (t)—Paid to date. t—December, 1958. 
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What Others Think 


Survival of Commuter Rail Service 


1 plight of the railroads in the 
United States has continued to draw 
more and more attention from ail seg- 
ments of the population. All too often 
the concern voiced falls into the category 
of “we must save the railroads—they are 
a vital part of America,” but few con- 
crete plans are offered which would bene- 
fit the entire industry. Perhaps the hard- 
est hit segment of the industry is the 
commuter service to metropolitan areas. 
The patrons of the commuter lines have 
been most vocal in their plea for reten- 
tion of service, despite operating deficits, 
and one can well understand their feel- 
ing at being faced with no transportation 
or the use of the already congested high- 
ways. 

In the May issue of The Atlantic, Stan- 
ley Berge, professor of transportation at 
Northwestern University School of Busi- 
ness, offers some positive suggestions in 
an article, entitled “How Commuters Can 
Have Their Trains.” In the course of his 
travels Mr. Berge has made field studies 
of rail transportation in six of the na- 
tion’s larger cities, as well as in several 
foreign countries. 

Mr. Berge is harsh in his criticism of 
the lack of “radical improvements” and 
the failure to develop long-range plan- 
ning. He states that most railroad man- 
agements today seem resigned to the idea 


that as far as metropolitan transportation 
is concerned the rail industry is in a de- 
cline. Mr. Berge feels that if this lethargy 
could be corrected it might be demon- 
strated that transportation of freight 
within and across urban areas is just as 
important as the efficient movement of 
passengers, Thus, he urges that future 
planning should be made with an eye to 
the efficient use of all available facilities 
for both freight and passenger trains. 


Fr is Mr. Berge’s belief that the pub- 
lic fails to show interest in the ma- 
jority of plans that are offered simply 
because of a false concept that has been 
fostered by the industry itself. It is com- 
mon belief that no economic operation 
of commuter facilities is possible because 
no more than twenty hours of active 
service is possible during any week. This 
concept, followed to its logical conclusion, 
means that such lines will operate at a 
deficit—a deficit which must be made up 
by the taxpayers, shippers, or stockhold- 
ers. Mr. Berge states that a free enter- 
prise system such as ours, views with a 
jaundiced eye any industry which de 
clares it cannot exist without subsidies. 

He questions why so many people think 
of the metropolitan transportation prob- 
lem only as a mass transit problem and 
he then notes that mass transit facilities 
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are not suited to the transportation of 
mail and freight, products that must be 
handled if metropolitan rail lines are to 
become self-supporting. He states: 


rather than extend rapid 
transit lines far out of the central 
cities into thin-density territory, why 
not avoid duplication, waste, and frus- 
tration by assigning responsibility for 
relatively long-distance metropolitan 
transport of both passengers and 
freight to co-ordinated metropolitan 
railroad systems and turn over the 
closely spaced stops and high-density 
urban transport of passengers to the 
transit lines. The railroads would thus 
become a super rapid transit network 
which could be effectively co-ordinated 
with an inner network of urban trans- 
it services. . 


M* BERGE notes that one day there 
will be an awakening in one of 
our cities that stub-end railroad termi- 
nals are inefficient. “Stub-end” stations 
are central termini of a line rather than 
“through” stations which would enable 
trains to pick up and discharge passengers 
at a number of locations without con- 
verging at a single central point. A fur- 
ther disadvantage of stub-end facilities is 
the constant and extensive switching op- 
erations which must take place once a 
train is at the terminal. Locomotives, of 
course, require such switching, and Mr. 
Berge, therefore, points to the advantages 
of push-pull trains. He states that 
through-station tracks can handle at least 
four times as many trains per passenger 
hour as a stub-end station. The ad- 
vantage of through stations at Pennsyl- 
vania Railroad’s 30th street and North 
Philadelphia stations, as well as the 
through-track arrangement at Penn Sta- 
tion in New York, is well known. Re- 
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garding the subject of station bottlenecks, 
Mr. Berge states: 


. . It is no more logical, for ex- 
ample, to stop all New York Central 
and New Haven passenger trains at a 
brick wall in Grand Central Terminal 
than it would be to stop all subway 
trains at a brick wall under Times 
Square, or to bottle up all motor ve- 
hicles using the Lincoln Tunnel in a 
giant midtown parking lot. 


ipenaginenegel of the railroads is 
also looked upon as one improve- 
ment that would help the railroad indus- 
try recover. Mr Berge states that in 
France technical leadership and aggres- 
sive promotional efforts have cut the in- 
vestment cost of railroad electrification 
in half, while increasing efficiency and re- 
liability. He forecasts that by 1961 at 
least 70 per cent of all traffic carried by 
the nationalized railroad will be moved 
electrically. While monorail promoters 
have talked of producing 100-mile speeds, 
the French electric locomotives have been 
traveling at just that speed on their Paris- 
Lyon portion of the Mistral run to the 
Riviera. Trouble-free performances are 
also a point in favor of electric trains. 
French officials have now decided that 
locomotives will receive a general over- 
haul only after clocking up distances that 
would represent a round trip to the moon 
and back. 

Part of the amazing success of the 
French railroads comes from the devel- 
opment of the 25-kilovolt, 50-cycle, sin- 
gle-phase system of rail electrification. 
The use of this system (60-cycle in the 
United States) removes the objection of 
high initial installation. The French have 
been able to demonstrate a saving of ap- 
proximately 50 per cent in the construc- 
tion of the AC system for the following 
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reasons: (1) Catenary wire and poles 
used in the 25,000-volt system are only 
about one-third as heavy as those re- 
quired for 1,500-volt direct current trol- 
ley wire. (2) The 25,000-volt system does 
not require a parallel, high-tension trans- 
mission line along the right of way; the 
trolley line itself acts as the high-tension 
line, permitting the elimination of three 
wires and supporting poles along the right 
of way. (3) Costly conversion stations 
required to change standard AC utility 


current into direct current are eliminated 
and the 25-kilovolt, 50-cycle line needs 
to be fed only every thirty to fifty miles 
from transformers connected with the 
public utility power grid. 


) spite of the present condition of the 
rail systems, Mr. Berge does not feel 
that the railroads are out of the race. 
He believes that a co-ordinated-electric- 
through metropolitan railway system may 
still be a moving force in the metropolitan 
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area which would prove beneficial to land 
utilization and human activities. Mr. 
Berge states: 


We would do well to keep in mind 
that commercial, social, and recreation- 
al developments invariably follow good 
equipment and good schedules over 
good routes. The corollary is that trans- 
portation improvements can be financed 
most economically by capitalizing on 
the future values which transport im- 
provements invariably create... . 


Mr. Berge’s recommendations regard- 
ing railroad improvements certainly seem 
to make a great deal of sense. If the 
French developments in electrification 
could be achieved in this country on an 
economically feasible basis, many persons 
would be more than willing to foresake 
the family car and even air-line travel in 
favor of fast rail service. The New York- 
to-Washington rail run, at 100 miles per 
hour, might compete favorably with the 
air-line time if one considers the time 
spent getting to and from airports. 





Energy in an Expanding Economy 


HE changing energy picture, as re- 

flected by trends in the use of various 
fossil fuels, with special attention to what 
has happened in the coal industry, was dis- 
cussed in an address by Joseph L. Fisher, 
president of Resources for the Future, 
Inc., in March. He made his views known 
at a meeting of the National Coal Policy 
Conference in Washington, D. C. He said 
that the use of coal for the production of 
electricity has increased nearly three times 
since 1940, but not quite enough to offset 
the decline of coal use on railroads and 
for space heating. 

Fisher pointed out that energy con- 
sumption per unit of gross national prod- 
uct has been falling consistently since 
about 1920; it has dropped by more than 
a third during this 40-year span. He said 
this did not mean fuels were any less im- 
portant, but that it simply indicated they 
were supporting a much larger superstruc- 
ture of manufacturing, transportation, and 
services than they used to. 

Price trends for the various fuels tell 
their own story, Fisher commented, and 
reported that 


Since 1900 bituminous coal prices in 
constant dollars at the point of produc- 
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tion have increased by around a half; 
crude oil prices have decreased by about 
a quarter and natural gas prices by 
about a half. Since 1947, however, the 
price trends have been quite different! 
By 1955 bituminous coal has dropped 
some 6 per cent, crude oil has risen 25 
per cent, and natural gas about 50 per 
cent. 


Fisher next took a look at what the 
future might hold for the various fuels. 
He said a study made by his organization 
and to be released in book form, gives de- 
tailed estimates of the demand for ae 
various energy commodities by categories 
of use for the year 1975. Fisher stated : 


Between 1955 and 1975 energy con- 
sumption expressed in Btu’s is estimated 
to increase some 88 per cent. During the 
same span of years population is esti- 
mated to increase 41 per cent, to 233 
million persons, and gross national 
product by 119 per cent. By simple divi- 
sion energy consumption per capita 
would increase by 33 per cent, while 
energy consumption per unit of GNP 
would decrease by 15 per cent. Thus, 
according to Sam Schurr and Bruce 
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Netschert, the principal authors of the 
fuels study, the increase in energy con- 
sumption to 1975 will fall somewhere 
between the increase in population and 
that of GNP. 


HE percentage change in consumption 

for the various fuels is interesting, 
Fisher said. Between 1955 and 1975, he 
stated, bituminous coal should increase 75 
per cent; oil and natural gas liquids taken 
together, 95 per cent; natural gas, 107 per 
cent; and hydroelectric power, 121 per 
cent. Fisher continued : 


... Electricity, which may be produced 
from coal, oil, gas, or hydro power, is 
expected to increase during the 20-year 
period by 211 per cent, far outstripping 
the increase in any of the basic com- 
modities. This would augur well for 
those fuels which have relative ad- 
vantage for production of electricity. 
Compared with past periods, the mix of 
energy commodities in the economy is 
expected to remain relatively stable dur- 
ing the next fifteen years, although still 
slightly favoring gas, oil, and hydro 
power compared to coal. 


Fisher said the study also indicates that 
all conventional energy sources—coal, oil, 
gas, and hydro power should continue to 
be available at least through 1975 at no 
appreciably higher constant dollar cost. He 
reported that this is premised on the ascer- 
tained fact that natural supplies of the 
various fuels are higher than is generally 
estimated and also that the significance of 
technology as a dynamic element in cost 
determination has been underrated. How- 
ever, he said, the possibility is not ruled 
out that energy might be obtained more 
cheaply through more rapid technologic 
advance, a higher level of imports, or the 
substitution of some cheaper source of raw 
material. 


Under the estimates made in the study, 
Fisher said, availability of oil rested in- 
creasingly upon large secondary recovery 
and upon continuation of vigorous ex- 
ploration and discovery activities. And 
natural gas availability estimates were re- 
lated to the oil estimates which turn out 
rather favorably because of the anticipa- 
tion that the gas-oil ratio will be higher 
in the future than it has been in the past. 


AM for coal, the U. S. Geological Survey 
shows nearly two trillion tons in re- 
serves, of which about half are recover- 
able. Bureau of Mines’ estimates show that 
using present discovery methods, some 
240 billion tons would be mined at 1954 
prices. This is far more than is needed to 
meet projected accumulated demand not 
only until 1975, but to the end of the cen- 
tury and beyond. Speculating on the price 
conditions of other fuels during the last 
quarter of this century, Fisher said that 


Should petroleum products increase 
sharply in price relative to coal during 
the last quarter of this century, and as- 
suming the percentage of total U. S: 
consumption imported does not greatly 
increase, the prospect for coal regaining 
a larger share of the total market will 
brighten. This, one may speculate, will 
be particularly true in steam power gen- 
eration, to a limited extent in industrial 
operations, and conceivably in some 
kinds of space heating. Since electric 
power consumption is expected to go on 
increasing rapidly through the re- 
mainder of the century, coal’s present 
advantage in this use may be height- 
oma. ... 


But the future of coal, Fisher predicted, 
is bound to be just as competitive as it 
has been in the past. Relative prices with 
other fuels, quality, and reliability of serv- 
ice will all affect the pattern of its use. 
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then source of severe competition 
may come from the development of 
nuclear power. This new source of power 
when it becomes competitive with pres- 
ently used fuels, will be the number one 
challenger of coal as a fuel. 

Nuclear fuel will have a regional ad- 
vantage over coal, especially, which in- 
volves considerable transportation costs. 
However, Fisher pointed out, production 
of electric power at coal mine heads with 
lower-cost transmission of electric power 
over distances of 500 or more miles is a 
hopeful possibility now developing in a 
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number of places. Also coal pipelines, such 
as the 108-mile long one in Ohio, offer 
promise in reducing cost of transporting 
coal. Further technological improvements 
will also help coal to play its proper part 
in meeting the nation’s energy needs. 

Fisher emphasized that statesmanship 
will continue to require that the best ef- 
forts of the coal industry be devoted posi- 
tively to research, development, vigorous 
competition, social welfare, and economic 
development in the coal areas, and not to 
policies which aim to beggar its competi- 
tors. 





New Ideas Can Meet the Challenge of Competition 


7. meet the competition telephone 
companies will face in the sixties, 
they must provide new ideas and equip- 
ment to business and residential users of 
their services. This is the essence of a talk 
given by F. M. Fister, chief engineer, 
Southern Bell Telephone & Telegraph 
Company, in Louisiana, at the twelfth 
annual Louisiana Telephone Association 
Convention in New Orleans. Fister 
pointed out that actually telephone com- 
panies, despite being regulated as to rates, 
were in a very competitive business. He 
stated : 


From the beginning of our existence 
we have had to compete with the prod- 
ucts and services of other industries to 
get our share of the customer’s dollar. 
And how else could we have grown 
and progressed and become the great 
industry we are today if we had not 
continually improved and expanded our 
services? Today our product is on the 
“must” list of practically every one in 
this country. Instead of a luxury, basic 
telephone service is now considered to 
be a necessity in almost every home! 
But our objective should be to provide 
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the complete service each home and 
office needs, with equipment designed 
and styled to make talking and listen- 
ing just as convenient and pleasant as 
possible. And to reach this objective we 
shall have to compete and compete with 
all kinds of new customer products. 


Fister also spoke of competition by 
telephone companies for the investor’s 
dollar in the money markets. He said that 
unregulated industry has financed more 
than half its capital growth since the war 
through retained profits, but that regu- 
lated (utility) industry has only done half 
that well. And he remarked that public 
utilities would have no difficulty were 
they permitted the earnings of unregu- 
lated industry. 


fem customer of the future will ex- 
pect more and more from his tele- 
phone service, Fister predicted. The busi- 
nessman, he said, is almost certain to 
want “in-dialing” to his PBX extensions 
to eliminate cost of an operator. Business 
conditions will increase the volume of 
data that must be transmitted over elec- 
tronic channels. And, Fister warned, 
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“SO YOU HAVE A CUTE LITTLE BOY ABOUT MY AGE! WELL, 
HOW ABOUT GIVING HIM OUR NUMBER SO HE CAN CALL ME UP?” 


there are many noncommunication com- 
panies which would like to provide a con- 
siderable amount of business communica- 
tion requirements independently of the 
services of the common carrier. What is 
more, it appears the FCC is going to give 
many private organizations permission to 
build their own private microwave radio 
systems. Fister stated : 


... This is a new kind of competition 
but I am confident we can meet the chal- 
lenge by innovation. With our technical 


know-how and our backbone plant, the 
acquiring of a new concept of time, the 
application of new methods, and the 
possible revision of some rate structures, 
we should be able to provide one or a 
hundred communication channels more 
economically than any competitor. 


Among many things the telephone com- 
panies in Louisiana are working on, Fister 
explained, is a program that will permit 
direct distance dialing by the subscriber 
to any place in the United States and Can- 
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ada (and eventually any place in the 
world). Today, he said, our most modern 
intercity facility is the microwave or radio- 
relay system. These systems can be de- 
signed, utilizing latest developments, to 
carry up to 11,160 two-way telephone cir- 
cuits. Fister continued : 


We know the use of these systems 
will provide all the circuits we can use 
in the immediate future but the Bell 
Telephone Laboratories are looking at 
our needs further in the future. Under 
development is a new system that will 
employ an empty two-inch pipe or 
“wave guide.” Such a pipe will carry 
radio waves as a real pipe carries water. 
This system is expected to have a capac- 
ity of up to 200,000 circuits, and this 
might possibly be expanded to 400,000. 


Fister said that the telephone industry 
knows how to provide all the circuits 
necessary, not only for its own message 
services, but for all the private-line and 
special services that anyone else, including 
the government, might need. It can provide 


them cheaper than anyone else, in his 
opinion. 


bbe industry is doing something about 
getting the equipment that will be 
needed to make the circuits function. Part 
of this effort is a standardization and 
package program. Among many other 
equipment innovations, Fister told of port- 
able and mobile central offices whereby 
more calls could be concentrated onto 
lengthy and infrequently used cable pairs. 
He said somewhat the same principle was 
behind the development of Data-phone, 
which can be used for the transmission 
of data over the regular telephone net- 
work. This is more practical and less 
costly (to the customer) than to use a 
separate data net or private line. The flex- 
ibility of the existing telephone network 
is one of its greatest advantages. 

The challenge of competition in the tele- 
phone business “‘is real and dynamic,” Fis- 
ter declared, “but together with all our re- 
sources and with a competitive spirit, we 
can and will meet the challenge and have 
a lot of fun doing it.” 





Notes on Recent Publications 


AN INTERESTING STupy of the social as well 
as technical impact of a change to auto- 
mation in an electric power plant has been 
made by two University of Michigan so- 
cial scientists, Floyd C. Mann and L. 
Richard Hoffman. They made a detailed 
comparison of two electric power plants— 
one highly automated, the other conven- 
tional. Some of the pitfalls inherent in 
making the change to automation, they 
found, are: 1. Failing to consider human 
and technological change simultaneously. 
2. Committing resources too soon to one 
irrevocable plan: Planning for automation 
should proceed in stages, with as many 
alternatives left open as possible. 3. Over- 
looking the impact of automation in one 
unit on the rest of the company. 4. Press- 
ing too hard for peak production from 
newly automated plants. 
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However, Mann and Hoffman point out 
that automation offers great promise to 
man in a mechanized environment. Among 
some of the benefits are: 1. More interest- 
ing jobs. Gives men a chance to make use 
of their talents, less dirty work, greater 
opportunity to associate with fellow work- 
ers. 2. Streamlines business organization. 
When the work force is cut substantially, 
supervisory levels can be flattened out, 
bringing the top and bottom of an organ- 
ization closer together. 3. Greater empha- 
sis on human skills in supervision. While 
automated plants are more complex to op- 
erate, their operators may look to their 
supervisors more for their interpersonal 
qualities than their technical skills. 

A major impact will be made by auto- 
mation on accepted personnel practices, the 
scientists believe. Shift work will be one 
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of the biggest problems posed by automa- 
tion. Also feelings of fear and insecurity 
will have to be dissipated by management. 
Finally, automation can be made to draw 
upon the workers’ capacities for intellec- 
tual understanding, thereby making their 
jobs more interesting and challenging. 
This is the gist of the findings reported 
in a book recently published by Holt, Rine- 
hart, Winston, Inc. New York, New 
York, by Messrs. Mann and Hoffman. 

AUTOMATION AND THE WoRKER: A 
Stupy oF SocIAL CHANGE IN POWER 
Piants, 272 pp. Price, $4.50. 


A SMITHSONIAN SCIENTIST, who is also a 


solar research expert, has completed a fas- 
cinating study which makes predictions on 
rainfall through 1967 for 32 cities in the 
United States. Dr. Charles G. Abbot be- 
lieves his newly worked out theories will 
prove at least 60 per cent accurate. His 
forecasts break down the amounts of pre- 
cipitation for each month, as well as four- 
month or seasonal averages. This is be- 
lieved to be the first time anyone has ven- 
tured to predict monthly rainfall so far in 
advance. Dr. Abbot says the outlook for 
the nation as a whole this year is one of a 
“well-watered” situation. In 1961, how- 
ever, he envisions about normal precipita- 
tion, followed by pretty dry conditions in 
the winter and early summer of 1962. 
Meteorologists are skeptical of Dr. Ab- 
bot’s theories. But the Smithsonian re- 
searcher has long been a student of the 
solar system. And his study is based on 
the discovery of harmonic cycles of pre- 
cipitation and temperature variations at all 
the points he has investigated. These cycles 
are identical in length with cycles of varia- 
tion in the radiation output of the sun. 
Interested persons who may like a copy of 
“A Long-range Forecast of U. S. Precipi- 
tation” may obtain a copy by writing 
Smithsonian Institution, Washington 25, 
D. C. Price, $1.25. 


River BASIN ADMINISTRATION AND THE 
DELAwakeE. This publication uses the Del- 


WHAT OTHERS THINK 





aware river basin as a case study, exam- 
ining the concepts of government admin- 
istration of river basins, commenting on 
the economic, legal, and political aspects of 
regional development. The book itself is 
a revision of a study completed by the 
Syracuse University Research Institute 
for the Water Research Foundation for 
the Delaware River Basin. 

As with nearly all large rivers, a com- 
plex of interests exists in any plan offered 
for water resources development. Pennsyl- 
vania, New York, New Jersey, and Dela- 
ware all have strong feelings regarding 
the ultimate use of the river. The metro- 
politan New York area derives a large part 
of its water supply from the river. To 
persons from Margaretville, in the Cats- 
kills, water means trout fishing and 
tourists. To Easton, Pennsylvania, the 
river means too much water and frequent 
floods. Power supply, recreational facili- 
ties, protection of property and life, all 
play a part in the complicated development 
of any river basin. 

This study adopts the position that the 
best means of organizing the development 
of such a resource is beyond individual 
communities and states. It develops the 
idea that the administration of such water 
resources should be the responsibility of a 
basin-wide agency with jurisdiction over 
water and water-related activities. Such 
an agency would not supersede traditional 
governmental units but would introduce a 
broad view of water problems, plan com- 
prehensive programs, and by complemen- 
tary action assist in bringing about the 
basin plan. The text is accompanied by a 
number of maps and charts relating 
to population, employment, - metropolitan 
areas, etc., in the area around the Delaware 
river. 

RIvER Basin ADMINISTRATION AND 
THE DELAWARE, by Roscoe C. Martin, 
Guthrie S. Birkhead, Jesse Burkhead, and 
Frank J. Munger, 390 pp. Syracuse Uni- 
versity Press, Syracuse 10, New York. 
Price $5. 
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EEI Holds Annual Convention 


_ Edison Electric Institute held its 
twenty-eighth annual convention at 
Atlantic City, New Jersey, June 6th to 
8th. The three-day meeting had as its 
theme “Leading the World in Electric 
Power—The American Way.” More than 
3,500 representatives from electric power 
companies (the largest attendance in the 
institute’s history) heard a group of rec- 
ognized authorities speak on such varied 
subjects as research and development, 
power supply systems of the future, 
financing, sales promotion, electric home 
heating, public relations, etc. 


EEI, a trade association of investor- 
owned electric utility companies, was 
founded in 1933. About 1,800 authorities 
in the fields of engineering, sales and 
service, accounting, customer-employee- 
investor relations, research, and related 
areas, serve on some sixty committees 
which have as their objective the “ad- 
vancement in the public service” of elec- 
tric supply. 

Sherman R. Knapp, president of the 
Connecticut Light & Power Company, 
was elected president of EEI for the com- 
ing year. Mr. Knapp is also vice president 
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The March of 
Events 


of the Yankee Atomic Electric Company 
and has been a member of the board of 
directors of EEI. He has also served on 
a number of the institute’s committees, in- 
cluding the general division executive 
committee. 

Allen S. King, outgoing president of 
the institute, forecast that electric com- 
panies will more than double present 
power-producing capabilities by 1970, 
reaching a total of 263 million kilowatts, 
as compared to the 127 million produced 
at the beginning of 1960. By 1980 this 
figure is expected to reach more than 492 
million kilowatts, or four times the 
present level. Mr. King indicated that the 
electric industry is now in the process of 
planning for the demands which will be 
placed upon it during the 1970’s and 
1980's. 

The president of Arizona Public Serv- 
ice Company, Walter T. Lucking, called 
for the investor-owned electric utility in- 
dustry to work together with REA co- 
operatives by inviting them to benefit 
from and contribute to the planning of 
the nation’s electric industry. 

It was announced that the 1961 con- 
vention would be held in New York city, 
June 5th to 7th. 
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Alabama 


Rate Increase Sought 
§ han Southern Natural Gas Company 
has filed a request with the Federal 
Power Commission for an annual $7.7 
million rate increase. Hearings on the 
case were to be held the latter part of 
June, during which the FPC will seek to 
determine the proper rate of return for 
the company. 
Southern Natural claims a 7 per cent 
rate of return instead of the 64 per cent 


it sought in a previous filing, under which 
increased rates have been collected since 
November, 1959, subject to refund. 

The last approved rate of return for 
the company was 6 per cent in connection 
with a rate settlement in April, 1958. In 
general, the commission has held the 
rates of return it has approved in natural 
gas rate cases in recent years to 6 to 6} 
per cent, although this year it did OK one 
for 63 per cent rate of return. 


California 


Rapid Transit Revolution 

N this state where the automobile and 

the freeway now are the dominant 
transportation means, a revolution is in 
the making. Two of the state’s largest 
metropolitan centers, San Francisco and 
Los Angeles, are reported to be giving 
up trying to satisfy the automobile’s in- 
satiable appetite for more and better road- 
ways. 

Apparently they now are going to con- 
centrate on rapid transit as the way to 
solve the travel dilemma. In a statement 


recently to the U. S. Senate Banking and 
Currency Subcommittee, which is con- 
sidering the start of a federal-aid pro- 
gram for metropolitan area transit, the 
two cities’ efforts to relieve the metro- 
politan transit problems were detailed. 

In San Francisco’s Bay area rapid 
transit district they are considering a 
132-mile network of high-speed electric 
train lines which would link population 
and work centers. In addition they are 
considering a $115 million subway be- 
neath San Francisco Bay. 


Colorado 


Hike in Gas-electric 
Rates OK’d 


_ Colorado Public Utilities Com- 
mission in May granted Public Serv- 
ice Company of Colorado an increase in 
its gas and electric rates of $4.3 million 
which should produce a net income of 
$1.9 million. The commission adopted 


“flow through” of accelerated deprecia-~ 
tion and provided an initial rate of re- 
turn of 6.35 per cent on a year-end rate 
base. 

In its order the commission pointed 
out that “It is significant to us that the 
U. S. government is the big winner. Bet- 
ter than $2.4 million of the $4.4 million 
will be paid in taxes, mostly federal.” 


Louisiana 


Gas Tax Renewal Voted 

HE renewal of the 2.3 cents per thou- 

sand cubic feet gas severance tax 
through June 30, 1964, was voted unani- 


mously in May by the ways and means 


committee of the state house of repre- 


sentatives. The proceeds of this tax, ac- 
cording to James S. Reily, commissioner 
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of administration, are primarily dedicated 
to education. He said the tax will yield 
about $55 million in the ensuing fiscal 
year. Reily said if the tax is not re-en- 
acted it will necessitate a complete major 


reappraisal of the state’s finances for the 
coming year. 

Legislation was scheduled to go to the 
house, after which a hearing on the bill 
would be heid in the house chamber. 


Maryland 


Rap Phone Rate Rise 


rere counsel for the state public 
service commission tried recently to 
show that rate boosts granted during the 
past fifteen years did not justify a fur- 
ther 10 per cent increase in telephone 
bills. 

Rudolph A. Carrico said flat rates for 
private homes have gone up 52 per cent 
to $7.60 since 1945 and party-line, limit- 
ed-call phones are up 84 per cent to $4.60. 
The people’s counsel also pointed out 


there was a wide difference in percentage 
step-up of rates. 

He questioned Griffin Morrell, vice 
president of the Chesapeake & Potomac 
Telephone Company, about the utility’s 
pending rate increase request. He asked 
why the company had fewer employees 
when the total number of phones went 
up. Morrell replied, if we had to increase 
the number of employees every time we 
got an increase in the number of phones, 
the rates would be very high. 


Michigan 


New Gas Flows to State 


bees gas wells deep beneath the Gulf 

of Mexico, huge new supplies of nat- 
ural gas are now pouring into Michigan 
at a point 15 miles south of Three Rivers. 
The new gas, which officials describe as 
vital to the state’s economic growth, is 
pouring into Michigan through more than 
1,000 miles of new pipeline built at a 
cost of $100 million by Consumers Pow- 


er Company, a subsidiary of Panhandle 
Eastern Pipe Line Company. The greater 
part of this gas—100 million cubic feet 
a day—will go to the more than half a 
million customers in northern Detroit 
suburbs and outstate Michigan. 

The new pipeline enables Consumers to 
add 106,000 space-heating customers and 
thus eliminate the waiting list of people 
who want to heat their homes with gas. 


Missouri 


Utility Tax Voted 


HE East St. Louis council has passed 
an ordinance which provides for 
levying a 5 per cent tax on the gross re- 
ceipts of public utilities operating in the 
city. This was the second attempt by the 
city government to put such a tax into 
effect. 
Mayor Alvin G. Fields said the ordi- 
nance would become effective July Ist. 
The new 5 per cent tax will be levied on 
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receipts of Southwestern Bell Telephone 
Company, Western Union Telegraph 
Company, East St. Louis & Interurban 
Water Company, Union Electric Com- 
pany, and the Illinois Power Company. 
However, the tax can be passed along to 
consumers. 

It is estimated the utility tax should 
raise about $450,000 a year. The new tax 
should help the city, inasmuch as it now 
has a deficit of $350,000. 
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Supreme Court Ruling 


_= Ohio supreme court has ruled 
that an order of the state public 
utilities commission authorizing increased 
rates was “neither unreasonable nor un- 
lawful.” The commission had held that 
the Columbus & Southern Ohio Electric 
Company was entitled to returns of 6 
per cent for city service, 4.7 per cent for 
county service, with an average return of 
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Ohio 


5.8 per cent. In approving the new rate 
schedule, the commission held insufficient 
the rates set in February, 1959, by the 
Columbus city council. These rates were 
the same as in a former rate ordinance. 
The commission found that the old rates 
gave annual returns to the utility com- 
pany of 4.5 per cent for city service, 3.8 
per cent for county service, with an av- 
erage return of 4.4 per cent. 


Pennsylvania 


To Probe Electric Utilities’ 
Earnings 


. Pennsylvania Public Utility Com- 
mission has decided to investigate 
the earnings of seven of Pennsylvania’s 
largest electric companies. This decision 
resulted from an analysis by the commis- 
sion of new quarterly reports filed by the 
ten largest electric companies in the state. 
These reports, stated the commission, in- 
dicated that seven companies may be earn- 
ing excessive returns, considering “pres- 
ently determined or determinable fac- 
tors.” 

The companies affected are Metropoli- 
tan Edison Company, Duquesne Light 
Company, Pennsylvania Electric Com- 
pany, Pennsylvania Power Company, 
Cumberland Valley Electric Company, 
West Penn Power Company, and South 
Penn Power Company. Some 1,625,- 
000 customers are served by these 
companies. Their estimated total gross 
annual operating revenues are in the 
neighborhood of $337 million. 

A conference has been arranged to de- 
termine if immediate reductions should 
take place or if formal hearings are neces- 
sary to establish fairness of rate charges. 
Commission spokesmen have indicated 
that an “expeditious, fair, and thorough” 


investigation of the rate schedules will 
take place. 


Gas Rate Increase OK’d 


S i-n public utility commission has au- 
thorized the Peoples Natural Gas 
Company of Pittsburgh to increase its 
rates by an estimated $1,458,000 annual- 
ly. 

This boost was given in order to offset 
high prices paid by the company to its 
wholesale pipeline suppliers. Peoples will 
add 1.6 cents per thousand cubic feet to 
all gas consumed in excess of the first 
thousand cubic feet to recoup price in- 
creases made by Texas Eastern Trans- 
mission Corporation last December and 
by Tennessee Gas Transmission Com- 
pany April 5th. Peoples said general serv- 
ice customers will pay an additional five 
cents a month and heating customers 27 
cents more monthly. 

The FPC has permitted the suppliers 
to raise their charges to Peoples under 
bond, pending a review and final order. 
Peoples will make appropriate refund if 
any part of the rise is ultimately disal- 
lowed. 

The president of Peoples Natural Gas, 
H. Donald Borger, accused the FPC of 
stalling and inexcusable inefficiency in de- 
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termining Peoples gas rates for interstate 
pipeline suppliers. 


Gas Works Controls Urged 


F apes tte degree of control by the Phil- 
adelphia city council over the fi- 
nancing of the Philadelphia Gas Works 
capital improvement program was urged 
by the city’s finance director, Richard J. 
McConnell. The council has been hold- 
ing lengthy hearings as part of an inves- 
tigation of the municipally owned gas 
works. 

One of the future agreements which, 


Mr. McConnell said, should be made be- 
tween the city and the Philadelphia Gas 
Works, is one that should eliminate let- 
ting the utility spend $1 million annually 
for capital improvements without ap- 
proval of the gas commission. He also 
told the council committee he could see 
no reason for a rise in gas rates through 
1962. He recommended that in order to 
keep the rates at the present level, the 
utility might have to abandon its pay-as- 
you-go system for financing capital im- 
provements. He urged that capital im- 
provements be financed through bonds. 


Virginia 


Gas Rate Boost Given 


HE state corporation commission 
in May granted an increase in gas 
rates amounting to $280,000 for the Vir- 
ginia Gas Distribution Corporation. The 


company had requested a 9 per cent rate 
hike, which would have amounted to an 
annual $410,000 increase, but the commis- 
sion said this was too much. 

The new rates will affect 26,000 com- 
mercial and residential customers in 


northern and western Virginia and in- 
clude a new $2.75-cent minimum month- 
ly charge. The old minimum charge was 
$1.69. 

Under the new rate schedule the 
$2.75 minimum is good up to a thousand 
cubic feet. The next 4,000 cubic feet 
costs $1.03 per thousand cubic feet. In- 
creases for individual customers will vary 
according to their particular consumption 
bracket. 


West Virginia 


Rate Increase OK’d 


aise aan LIGHT & HEAT Com- 
PANY has received approval from 
the West Virginia Public Service Com- 
mission for an annual rate increase of 
$1.5 million. 

The original amount which was asked 
for by Manufacturers was $2,078,292, rate 
schedules for which have been in effect, 
under bond, since last September 29th. 
The difference is to be refunded to cus- 
tomers with 6 per cent interest. 

The public service commission’s order 
in the case stated that in view of cer- 
tain allowances it had made to Manufac- 
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turers, that the company should not re- 
turn to the commission for additional 
revenue at an early date. Except for peti- 
tions to offset possible new increases in 
cost of purchased gas, the order noted, 
Manufacturers “should plan and carry 
on its operations in such a way as to live 
within the rates herein allowed.” 


The company had asked for a $3.15 
minimum for nonheating customers and 
$4.15 for home heating customers. But 
the commission approved a uniform $3.15 
minimum for all residential customers. 
The new rates are intended to provide a 
6.4 per cent rate of return. 
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Trends and Topics 
No Refund of Charges Made under Lawful Schedules 


_ established by authority of a state commission or a municipality may 
produce more revenue or less revenue than estimated. They may have 
been fixed after investigation, or they may have been put into effect by filing 
pursuant to law. It seems to be the rule that such rates are binding on both the 
company and its customers. Of course temporary rates or trial rates, some- 
times put into effect under bond, are in a different category. 


Rule Should Work in Both Directions 


The Maryland commission analyzed the situation in its recent decision 
dismissing a petition to reopen a rate case and order a refund by the Chesa- 
peake & Potomac Telephone Company of Maryland (32 PUR3d 470). The 
commission had held that the company was entitled to a 6.25 per cent rate of re- 
turn and had authorized an increase estimated to produce that return. The com- 
pany had filed the commission-approved schedule of rates and charges for intra- 
state service designed to produce the gross revenue increase. People’s counsel 
contended that if the revenues produced by the schedule were in excess of those 
anticipated, the commission would have the right to direct a refund of the 
excess collected. The commission did not agree with this contention. 

The commission noted that it lacked authority to establish increased rates 
for a utility to recover any revenue deficiency that might result when pre- 
viously approved rates produce less net operating income than was anticipated. 
Actually, said the commission, its experience had been that in most instances 
a utility has not, under commission-fixed rates, realized the estimated return. 
The commission recognized that its observation with respect to recovery of 
revenue deficiencies by utilities had little application to the solution of the 
legal question involved here, but it seemed appropriate to point out that “any 
rule should work in both directions.” 


Rule Approved in Other Jurisdictions 
Authority to order a refund depends to some extent upon the laws of each 
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state. In some cases refunds have been denied on account of the lack of com- 
mission jurisdiction as distinguished from the jurisdiction of a court to 
award damages. Uniformly, however, in the reported decisions refunds of 
charges made under lawfully established rate schedules have been denied. 


Denial of Refund by Court 


A Massachusetts court decided that rates charged in accordance with filed 
schedules allowed by the commission could not be questioned in court pro- 
ceedings by customers, to obtain a refund, since it is not wrongful for a com- 
pany to charge customers the rates established by a commission order (90 
PUR NS 246). 

A Mississippi court held that a statute providing that a railroad is civilly 
liable for discrimination for charging more for short- than for long-haul 
operations, unless authorized or sanctioned by the commission, had no ap- 
plication in an action for refund of freight rates where the charge complained 
of had been authorized and sanctioned by the commission (96 PUR NS 569). 
Refunds by a railway company, said the Washington supreme court, are re- 
stricted to overcharges in excess of the lawful rates in force, and reparation 
cannot be ordered on the ground that the legally filed rates were unreasonable 
(PUR1926B 233). — 

Texas courts have denied claims for alleged overcharges where rates had 
been established with municipal consent. In the Texas Power & Light Com- 
pany case (49 PUR NS 374) it was held that an electric company’s dis- 
crimination against certain customers by charging them for power only at 
published franchise rates, while illegally charging other customers situated 
in like circumstances the same rates for power and light, did not constitute 
an overcharge which could be used as a measure of damages, since an over- 
charge means a charge of more than is permitted by law. In the El Paso 
City Lines case (84 PUR NS 165) the court held that reparation cannot be 
decreed when a public utility company has charged the rate fixed by a body 
having power to fix such rate. A city having this power, if the rate is fixed 
unreasonably high, cannot appropriate to its own use any sum realized above 
a fair return to the corporation. A customer has no right to reparation as 
long as the utility does not exact a greater rate than that fixed by the city. 


Denial of Refunds by Commission 


The Wisconsin commission, in an early decision (PUR1915B 1), held that 
a refund of charges for past services, made under a lawful schedule on file 
with the commission should not be granted even though such charges were 
found to have been excessive. Similar rulings have been made in Utah 
(PUR1922E 737; PUR1923C 856), Oklahoma (PUR1924C 248), and 
Oregon (34 PUR NS 436). 

The Louisiana supreme court denied commission authority to order an 
electric company to make a refund where there was no question of the 
interpretation or reasonableness of a rate fixed by the commission, since the 
commission as an administrative body could not exercise the judicial function 
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of awarding money damages (8 PUR NS 485). The Louisiana commission 
held that it was without authority to award reparation on account of charges 


not properly published but in effect under proper authority of the commission 


(9 PUR NS 330). 


A Pennsylvania court held that an order requiring a refund of amounts 
collected under commission-made rates prior to the effective date of a new 
tariff disapproved by the commission was erroneous (51 PUR NS 129). A 
Pennsylvania court, in another case, held that the commission properly re- 
fused to award reparation based upon the difference between charges paid by 
an Army depot under an established rate schedule and charges which the 
Army believed to be just, reasonable, and lawful. The rates charged were 
based on a schedule applicable to all customers and became effective pursuant 
to commission order. The Army had made no complaint against the schedule 
at the time it was approved and had never appealed from the order (24 


PUR3d 9). 


The California commission dismissed a claim by the owner of a farm 
primarily because he was not the proper party since he had leased the farm to 
tenants, but the commission also observed that service had been rendered in 


accord with the rules and regulations (7 PUR3d 158). 








Review of Current Cases 


Supply Cost, Conversion Costs, Capital Requirements, 
And Return Considered in Gas Rate Case 


HE North Carolina commission de 

nied Piedmont Natural Gas Com- 
pany’s application for a rate increase 
after finding that existing rates were 
yielding a return of 6 per cent. The com- 
mission acknowledged that there is a zone 
between the border lines where a return, 
on the one hand, is so low as to constitute 
confiscation and on the other hand, where 
it is so high as to be unreasonable as to 
the ratepayers. 

The commission conceded that at first 
blush it might appear that a return of 6 
per cent was at the lower portion of the 
“zone of reasonableness.” Yet, it said, 
when viewed in the light of the company’s 
increased earnings from its plant addi- 
tions added near the end of the test 
period, its increased customers, and the 








reasonably predictable future increases, 
the company is earning and will continue 
to earn a return which is not unreasonably 
low. 

It was concluded that the existing rates 
would provide sufficient revenues to pay 
the company’s operating and depreciation 
expense, income taxes, all its fixed 
charges, a reasonable dividend, and still 
add to surplus an amount sufficient to take 
care of emergencies. To allow more, the 
commission said, would be to require the 
ratepayers to furnish an undue part of the 
company’s capital and then in turn pay, 
through rates, a return on capital which 
they had provided. 


Capital Requirements 
The company’s capital structure allo- 
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cable to North Carolina operations con- 
sisted of long-term debt in the amount of 
67.28 per cent, preferred stock of 8.99 
per cent, and common equity of 23.73 per 
cent. The commission believed that the 
company would not experience any diffi- 
culty in raising capital. As a matter of 
fact, it was admitted by one of the wit- 
nesses that the company has not as yet 
been handicapped in the sale of either debt 
or equity securities. It was conceded by 
the commission that the company might 
possibly need to sell relatively more stock 
than debt to raise its needed capital. 

It pointed to the fact that the company 
has prospered very well in the sale of debt 
securities during the past several years 
with approximately the same high debt 
ratio and approximately the same capital 
structure percentagewise. Furthermore, 
the company’s market value of its equity 
securities has risen steadily during the 


same period. The commission did not feel 
obliged to set any specific dividend pay- 
out ratio, leaving this to the company’s 
management. 


Increased Cost of Supply 


The application for the increase had 
been “triggered” by the higher rates be- 
ing charged by its sole supplier, Transcon- 
tinental Gas Pipe Line Corporation. The 
higher pipeline rates had been placed, in 
effect, under bond pending Federal Power 
Commission investigation shortly after 
the end of the test period used in this case. 
But the intreased cost of purchased gas 
has not been definitely fixed except to the 
extent that the pipeline rates are, in effect, 
under bond. 

The commission noted that whether the 
Federal Power Commission will allow the 
increase in whole, in part, or not at all is 
entirely a matter of conjecture. For the 
purpose of this case, however, the com- 
mission assumed that the higher rates 
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would be approved in toto. Consequently, 
said the commission, the rates which it 
has found to be reasonable will be ren- 
dered excessive to the extent that the full 
pipeline increase is not approved by the 
Federal Power Commission and refunds 
are made to Piedmont. 

The commission provided that any re- 
fund made by Transcontinental to the 
company must be refunded to Piedmont’s 
patrons. It said that it would consider at 
that time whether other factors assumed 
to be constant in this proceeding have 
failed to remain sufficiently constant so as 
not to require the company to file new 
rates consistent with the reduction in the 
pipeline charges. 


Interest on Unamortized Conversion 
Costs 


In converting its operations from man- 
ufactured to natural gas, the company 
incurred certain costs required in modify- 
ing existing customer appliances to the 
use of natural gas. The commission had 
previously authorized treatment of these 
costs as nonrecurring expenses to be 
amortized over a 10-year period. 

The company did not argue that its 
conversion costs which had not been 
amortized should be added to its rate 
base. It did, however, contend that it 
should be allowed interest on these un- 
amortized conversion costs. The commis- 
sion acknowledged that a portion of the 
company’s total borrowed funds, upon 
which interest is being paid the same as 
items actually in the rate base, is not 
available for rate base purposes pending 
amortization to expenses. Therefore, it 
held that a reasonable amount of interest 
on them is required. It believed that this 
interest requirement should properly be 
considered, not as an operating expense, 
but as a part of the company’s overall in- 
terest requirements. 











Concurring Opinions 

Commissioners Worthington and Long. 
concurred in the result, and Chairman 
Westcott concurred in part and dissented 
in part. Commissioner Worthington 
pointed out that the assumptions followed 
in this case might not occur in the future. 
These commissioners also seemed to be 
of the opinion that the record was de- 
ficient. They pointed to the fact, however, 
that the commission has directed its ac- 
counting staff to make another complete 
investigation of the company’s rates in 
the near future. In view of this upcoming 
investigation, it was felt that the rates 
allowed in this case were not necessarily 
confiscatory. 

Chairman Westcott believed that the 
commission could enter an order with 
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more exactitude if the deficiency of the 
record upon which the order was based 
were corrected so as to reflect actual op- 
erations of the company since the effect 
of the increased price of purchased gas 
to it and a more accurate reflection of 
revenues which might result from new 
plant added near the end of the test 
period. 

He believed the commission should 
have more conclusive evidence before 
rendering this important decision, par- 
ticularly in the light of the fact that the 
commission staff has been directed to ex- 
amine the current operations of the com- 
pany and to report its findings for the 12- 
month test period ending May 31, 1960. 
Re Piedmont Nat. Gas Co., Inc. Docket 
No. G-9, Sub 33, May 12, 1960. 


Direct Industrial Sales by Interstate Gas Pipeline 
Held Not Subject to State Jurisdiction 


| + pe sales of gas by Colorado Inter- 
state Gas Company to industrial con- 
sumers in Colorado do not render the 
company a state public utility so as to 
make it subject to the jurisdiction of the 
state commission, the El Paso county dis- 
trict court ruled in upholding a lower 
court reversal of the commission. (Com- 
mission decision 27 PUR3d 85.) 
Colorado Interstate, a pipeline company 
under Federal Power Commission juris- 
diction as to its interstate activities, has 
for many years made direct sales to a 
limited number of Colorado industriai 
consumers of its own choosing and on 
negotiated contract terms. It has never 
held itself out to furnish direct service to 
the public in general in Colorado. The 
company’s reservation of the right to de- 
cide whom it will serve and on what basis, 
consistently applied over a period of many 
years, is a policy contrary to all concepts 
of a public utility, the court declared. 
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A Colorado statute defines a gas public 
utility as a corporation “operating for the 
purpose of supplying the public.” This 
means all of the public within the utility’s 
capacity and on an indiscriminate basis. 


Commission’s Test Lacks Standards 


Notwithstanding the statutory defini- 
tion, the commission had determined that 
the company was a public utility within 
the meaning of the state law and that the 
company must apply for a state certificate. 
It made this determination after applying 
a test, which it devised, based on the 
nature of the service rendered. “That is 
to say,” in the words of the commission, 
“we must judge the nature of the service 
rendered—(1) whether a natural or vir- 
tual monopoly, (2) the exorbitance or 
reasonableness of the charges, (3) the 
arbitrary control to which its customers 
may be subjected, (4) whether or not the 
impact of its service, or the lack thereof, 
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to a class of customers affects the state or 
community, and (5) whether the services 
rendered are needful and cannot be sur- 
rendered without obvious general loss and 
inconvenience.” sa 

While the court recognized that the 
statutory definition left something to be 
desired, nevertheless, it could not accept 
the commission’s test. There appeared to 
be no precedent for it. The court observed 
that it contained no standards whereby it 
could be applied with any degree of uni- 
formity. It furnished no guide whereby 
the supplier or the customer could de- 
termine the utility or nonutility status of 
the supplier. 

Two dissenting justices declared that 
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the case should not be determined by the 
test of whether there is a holding out to 
serve the entire public. They thought it 
should turn on the ultimate issue of 
whether the public interest is affected, 
noting that the operations in question 
have a profound effect on the public. The 
true test of a public utility subject to 
regulation, said the justices, is the fur- 
nishing of an essential service (as in this 
case), together with the factor of 
monopoly (also present here). Regulation 
in such a situation is for the protection of 
the general public. They would affirm the 
decision of the commission. Colorado 
Pub. Utilities Commission et al. v. Colo- 
rado Interstate Gas Co. 351 P2d 241. 


Trended Original Cost Dubbed Unrealistic 


HE Washington commission, in de- 

nying Pacific Power & Light Com- 
pany a rate increase, and holding that a 
return of 5.75 per cent to 6 per cent on an 
original cost rate base was within the 
zone of reasonableness, rejected trended 
original cost as a conjectural, unrealistic, 
and unreliable measure of value. Noting 
that it was not required, as a matter of 
law, to give weight to so-called current 
value, the commission went on to point 
out the deficiencies in the company’s 
aging procedures, development of ap- 
propriate indexes, and conversion factors. 


General Criticism 


Inadequate consideration had been 
given to the fact that existing plant would 
not be reproduced in its present form 
and location. Obsolete and outmoded 
items of property were cost-trended to 
present-day prices, with the end result 
that they posed little or no competence 
as an indicator of present value. There 
was said to be little to recommend the 
use of cost-trended figures for items of 
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plant that no one would or could repro- 
duce or replace. 
Specific Criticism 

Certain steam and hydro production 
plants had been left untrended. The com- 
pany’s witness had testified that applica- 
tion of the trending process to these 
plants would not result in a realistic or 
reasonable measure of current value. He 
had included them at original cost less 
accrued depreciation. 

If the trending process is a most highly 
developed technique for expressing the 
value of utility property in current dol- 
lars, the commission asked, why had not 
the witness believed it appropriate to use 
for these two production plants? It could 
not be said that the purchasing power of 
the original cost dollars invested in these 
plants was the same as that of current 
dollars. The fact that the witness actually 
applied index numbers to the original cost 
dollars for these plants, and then dis- 
carded the result as being unrealistic, was 
sufficient in itself to condemn the whole 
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trending cost study as being unrealistic. 

The record was filled with many ex- 
amples where the selection and develop- 
ment of the material and labor indexes 
were based upon unwarranted assump- 
tions and speculations. The company’s 
position, thought the commission, seemed 
to be that because published cost indexes 
had been used and accepted by engineers 
and businessmen for many purposes and 
had also been accepted on occasion by 
commissions in other states as a basis of 
trended costs or studies, no need existed 
for the Washington commission to probe 
into the source data for the purpose of 
testing the reliability and the applicability 
of the cost indexes. 

The commission could not agree. The 
record before other commissions could 
not serve to relieve it of its responsibility 
to deal with the evidence before it. Nor 
could the commission accept the indexes 
simply because no evidence had been of- 
fered by any other party to show that 
they were in error. 

The absence of realism and reliability 
of a trended cost study became crystal 
clear to the commission when it compared 
trended costs of specific items with the 
current value of similar or comparable 
items. It had been the opinion of the 
witness that the trended original cost of 
the company’s automobiles, less deprecia- 
tion, represented their present value, al- 
though such value was in excess of what 
it would cost to purchase the same auto- 
mobiles on the used car market. The com- 
mission could not understand how an 
automobile could have a_ present-day 
value to the utility, for rate-making pur- 
poses, in excess of replacement cost on 
the open competitive market. 


Original Cost Rate Base Best 


The commission found that the most 
accurate and just method for arriving at 
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a rate base was by using original cost. 
Utilization of a rate base in excess of net 
investment or net original cost, said the 
commission, can be supported only on 
either of two propositions: The first is 
to increase the dollar return to the com- 
mon equity investors through application 
of a fair rate of return based upon total 
capitalization to a rate base that exceeds 
such capitalization. The second is to por- 
tray a lower rate of return figure through 
the adoption of a divisor in excess of net 
original cost or net investment to be di- 
vided into the amount reflecting the total 
dollars of return required to support total 
capitalization. 


The commission could see no merit in 
either of the two foregoing propositions. 
As for the first, increasing the return to 
the common equity investors, this could 
as well be accomplished in the determina- 
tion of the fair rate of return itself. As 
for the second, the commission could find 
no support in logic or law to express the 
rate of return figure at any lower level 
than actually was applicable to total capi- 
talization. 

The commission noted, in the event 
that the company sought compensation 
for the effect of inflation, that the market 
price of the company’s stock following 
divestiture from holding company owner- 
ship in the early 1950’s had increased sub- 
stantially beyond any decline in the pur- 
chasing power of the dollar during that 
same period. 


Plant Acquisition Adjustment 


The company had sought inclusion in 
the net investment rate base of an amount 
purporting to represent the difference be- 
tween the cost to the company of acquir- 
ing certain operating utilities and their 
original cost. The company claimed that 
the acquisition amount at issue resulted 
from arm’s-length bargaining and con- 
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stituted a prudent investment. The staff, 
however, contended that the acquisition 
adjustment amount should not be included 
in the rate base for rate-making purposes, 
and predicated its position upon two 
premises. 

The first premise relied upon the rate- 
making principle adopted by the commis- 
sion that acquisition adjustments are 
recognized in the rate base determination 
to the extent benefits to the ratepayers are 
shown which are equivalent to, or in ex- 
cess of, the detriments which would be 
imposed upon the ratepayers by reason of 
the inclusion of the acquisition adjust- 
ment amount in the rate base and the 
amortization thereof. 

Secondly, the staff contended that even 
assuming commensurate benefits had 
been shown, the acquisition adjustments 
primarily flowed from acquisitions which 
occurred long ago and_ represented 
intangible values. It was also contended 
that amortization thereof not only should 
have been, but had been accomplished 
through rates. The commission accepted 
the staff’s views and excluded the plant 
acquisition adjustment from the rate base. 


Restricted Surplus 


The company had built a sizable reserve 
as a result of its election to take advantage 
of accelerated amortization of defense 
facilities. Such sums represented by the 
surplus had not been provided by in- 
vestors. They had been provided for the 
possible payment of income taxes at some 
future time. The company should not ob- 
tain a return predicated on the necessity 
of paying for a cost that did not exist. 
Such funds were available to the company 
at no cost and should so be considered in 
computing a fair rate of return. 

There were two methods of treating 
the restricted surplus: One was to elimi- 
nate an equal amount from the rate base. 
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The other was to include the surplus at 
zero cost. The results under either method 
are substantially the same, noted the 
commission, except that in a multistate 
operation, as here, less effect results from 
the zero cost method than from the rate 
base deduction method. The commission 
found that the amounts should be in- 
cluded in the computation of the rate of 
return at zero cost. 


Cost of Common Equity 


In the commission’s judgment, the 
proper cost of common equity capital for 
a utility was not necessarily the actual 
realized rate of earnings on common 
equity of either the current year or the 
average for the recent past. For such 
realized earnings to constitute the cost of 
equity, the commission said, requires a 
determination that such actual earnings 
are neither excessive nor inadequate. An 
acceptable check of reasonableness is not 
supplied by a determination that other 
companies, on the average, appear to be 
earning on equity at a similar rate. 

A workable, rational method of de- 
termining the cost of equity, held the com- 
mission, was through the use of earnings- 
price ratios. The commission made it 
clear that it was not relying on the blind, 
inept use of earnings-price ratios, mechan- 
ically used and applied without judgment. 
However, after their basic validity is ade- 
quately tested, and after they are studied 
over a sufficiently long period, and when 
the effects of factors such as dividend 
pay-out, capital structure, financing costs, 
and pressure stemming from the issuance 
of new stock, are all specifically consid- 
ered, and when on top of such a careful 
study a reasonable safety margin is pro- 
vided, the results can usually be accepted. 


Excise Taxes 
The company had treated the actual 
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amount of business and occupation taxes 
allocable to the state as a general op- 
erating expense, chargeable to all the rate- 
payers in the state, rather than passing 
them on to the ratepayers in the cities 
that assessed the local excise taxes. The 
commission noted that the practice went 
contrary to its declared policy. Local 
taxes should be collected from ratepayers 
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residing within the cities that levy such 
taxes. If the company did not choose to 
comply with the commission’s precedents 
in regard to such taxes, it would not be 
permitted to impose them by way of a 
general operating expense in other areas. 
Washington Pub. Service Commission v. 
Pacific Power & Light Co. Cause No. 
U-9097, March 23, 1960. 


Tax Normalization for Accelerated Depreciation 
Disapproved 


FS rate-making purposes, a public util- 
ity will not be permitted to charge 
income taxes to operating expense in any 
amount over that lawfully assessed and 
paid, the California commission ruled in 
an investigation instituted on its own 
motion. It rejected proposals that normal- 
ization of taxes should be allowed for 
utilities using accelerated depreciation 
under § 167 of the Internal Revenue 
Code. 

The decision did not consider § 168 re- 
lating to accelerated amortization, though 
one of the important differentiating fea- 
tures of the two procedures was said to 
be that accelerated amortization has a 
definite terminal date, free from specula- 
tion. Accelerated depreciation is a con- 
tinuing matter without any definite future 
terminal date. 

Witnesses urging normalization pro- 
posed that the differential which results 
from accelerated depreciation, as con- 
trasted with straight-line depreciation, 
should be credited to a reserve for the 
payment of taxes deferred to the future. 
Other witnesses took the view that there 
is no deferred tax liability and that a 
real tax saving accrues to the taxpayer 
as a result of accelerated depreciation. 
The commission recognized that there is 
logical argument to support the former 
view, “if one looks at this matter purely 
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from the standpoint of accounting 
theory.” But rate making is a practical 
and pragmatic procedure in which theory 
must give way to the facts of experience, 
said the commission. 

Asserting that utilities in California 
would be increasing their net plant in the 
foreseeable future, along with Cali- 
fornia’s economic growth, the commission 
declared that in such circumstances the 
theory of normalization, based on the 
concept of a deferred tax liability, would 
not have an opportunity to operate. 

The commission found that the use of 
accelerated depreciation creates no income 
tax deferral and no deferred tax liability. 
It was held that the operation of § 167 
provides a vehicle whereby the taxpayer 
may reduce his taxes just as though the 
tax rate had been reduced. 

The commission did not reach the ques- 
tion whether a public utility has an af- 
firmative duty to avail itself of accelerated 
depreciation so as to diminish its income 
tax liability and thereby lessen the burden 
on ratepayers. It recognized, however, 
that while a reasonable argument could 
be made in support of the duty, it is 
normally a matter to be determined in the 
first instance by management. 


Dissents Cite Congressional Purpose 
Commissioner Dooley, dissenting, de- 
JUNE 23, 1960 










































PUBLIC UTILITIES FORTNIGHTLY 


clared that in determining this case the 
commission should consider accelerated 
depreciation in all its aspects, including 
its effect on long-range financing and cost 
of expansion, capital structures, cost of 
money and related matters affected by the 
great economic growth in California, and 
the heavy obligation of utilities to raise 
huge sums of money for needed expan- 
sion. This commissioner would allow 
normalization, though requiring, in effect, 
that the utilities pay interest on the de- 
ferred tax reserve. A number of utilities 
had indicated that they would use 
straight-line depreciation if the commis- 
sion did not approve normalization. The 
commissioner thought this would be ad- 
verse to the public interest and defeat the 
purpose of Congress. 


Treatment of Nonutility 
HE West Virginia commission, in a 
recent case involving Hope Natural 
Gas Company, ruled upon the manner in 
which certain nonutility income should be 
treated in the cost of service for the pur- 
pose of calculating the federal income 
tax and credit. The company had in- 
cluded $82,578 of nonutility income, of 
which $40,147 represented interest re- 
ceived from its supplier due to a refund 
which the FPC had ordered. The com- 
pany, in turn, had been required to pay its 
customers $33,666 interest associated 
with refunds to such customers. The com- 
pany had included this amount in its 
calculation of federal income tax as an 
interest deduction. 

The commission found that the $82,578 
of other income should be excluded in 
computing the amount of income tax to 
be allowed. However, since so much of 
the interest refund was required to be 
passed along as interest on the company’s 
refunds, the commission ruled that the 
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Commissioner Fox, also dissenting, 
argued that the majority’s position was 
not supported by court cases cited by the 
commission. He also noted the need for 
internally generated funds for expansion, 
as contemplated by Congress in authoriz- 
ing accelerated depreciation. The commis- 
sioner thought the majority’s assumption 
that net plant of utilities would increase 
in the foreseeable future was only specula- 
tion. 

He observed that normalization was 
an accepted principle followed by the 
commission for many years, not only in 
computing revenues but in estimating 
many expense items. Re Rule Governing 
Tax Treatment of Accelerated Deprecia- 
tion, Decision No. 59926,Case No. 6148, 
April 12, 1960. 


Income in Tax Calculation 


$40,147 should not be considered as an 
income tax deduction. 

The commission further found that an 
amount of $29,389 received from royal- 
ties and rentals should be considered as a 
credit to the cost of service for natural 
gas production. The property and ex- 
penses associated with this item had been 
included in the cost of service. 


Applicable Tax Rate 


The company, which filed a con- 
solidated tax return with affiliates, had 
used the tax rate applicable for the year 
1957, the latest available at that time. 
This rate amounted to 51.8 per cent. It 
had advocated, however, that the average 
of the years 1957 and 1958 be used, the 
figure for 1958 having become available 
before the submission of the case for de- 
cision. The average rate for 1957 and i958 
was 51.2 per cent. The commission found 
that the proper rate to be used was the 
effective rate applicable for the year 1958, 
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which was 50.6 per cent. The latest effec- 
tive tax rate available will most nearly 
reflect the tax rate to be experienced in 
the future, the commission said. 


Charitable Contributions 


The commission found that charitable 
contributions should not be permitted as 
an item of operating expense. However, 
the commission held that the company 
should not be penalized because of the 
charitable contributions it made and that 
such contributions should not be treated 
as deductions for federal income tax pur- 
poses. If the stockholders choose to make 
charitable contributions, the commission 
said, they may receive the tax benefits 
accruing therefrom. 


Accelerated Depreciation 


The manner in which accelerated de- 
preciation for income tax purposes should 
be treated was also an issue in the case. 
The company had exercised its option and 
had elected to use the declining balance 
method of computing depreciation for in- 
come tax purposes, but for rate purposes 
had presented its cost-of-service study as 
if the straight-line method was used. The 
commission found that in calculating the 
cost of service the actual taxes paid 
should be used. 


Attrition Allowance 


The commission found that a return of 
6.35 per cent on the net original cost rate 
base would be reasonable. The company 
had asked for inclusion of an amount to 
compensate for the effect of attrition. 
Such an allowance was made. Rather than 
use the total net additions for the years 
1959 and 1960, held the commission, a 
more equitable attrition allowance would 
be developed by using the net additions to 
distribution property only. 

The estimated net investment in dis- 
tribution plant per customer to be added 
in 1959 and 1960 was $767. The average 
cost of distribution plant per retail cus- 
tomer, $126, was subtracted from the 
above sum, giving a figure of $641 as the 
increase in distribution plant per retail 
customer to be added in those years. This 
figure was multiplied by 2,500 customers 
to be added during the two-year period, 
and the return found reasonable was then 
applied to the figure arrived at, to obtain 
the amount of the attrition allowance. A 
modified rate increase was granted, and 
the company was directed to refund 
amounts collected under the interim 
schedules that were in excess of the rates 
authorized. Re Hope Nat. Gas Co. Case 
No. 4861, March 29, 1960. 


Faulty Customer-need Comparisons Bring Reversal of 
Order Allowing Pipeline Gas Service Abandonment 


6 bes federal appeals court for the Dis- 
trict of Columbia set aside and re- 
manded to the Federal Power Commis- 
sion an order authorizing Panhandle 
Eastern Pipe Line Company to abandon 
service of 127,000 Mcf per day to Michi- 
gan Consolidated Gas Company serving 
Detroit and environs. To replace the 
abandoned service, the commission al- 
located to Michigan Consolidated, a sub- 


sidiary of American Natural Gas Com- 
pany, 57,000 Mcf of expanded capacity of 
American Louisiana Pipe Line Company, 
also a subsidiary of American Natural, 
together with 59,885 Mcf of the same 
pipeline’s original capacity previously re- 
served for new markets. It found that 
whatever detriments might accrue to 
Michigan Consolidated by the loss of this 
gas were outweighed by the “great de- 
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mands for service on Panhandle’s sys- 
tem.’”’ The commission’s abandonment and 
allocation orders rested upon three de- 
terminations: (1) that the gas supplied 
to Michigan Consolidated by Panhandle 
could be used to greater advantage by 
Panhandle’s customers; (2) that each 
system would more efficiently procure gas 
supplies and serve its own customers if 
separated one from the other; and (3) 
that there was sufficient unallocated gas 
on the American Natural system to re- 
place the loss to Michigan Consolidated. 


Comparison of Customer Need 


In deciding the question of greater 
need, the commission compared the space- 
heating saturation—the percentage of ex- 
isting residential and commercial consum- 
ers on the system who use gas for 
space-heating purposes—of Michigan 
Consolidated with the heating saturation 
of other customers of Panhandle. Pan- 
handle’s customers had the lower percent- 
age and, therefore, by this test, the greater 
need for gas. 

The commission erred, however, in 
failing to consider in the saturation com- 
parison the effect on customers of Michi- 
gan Wisconsin Pipe Line, another mem- 
ber of the American Natural system. 
They would be deprived of gas as a result 
of abandonment. If American Louisiana’s 
unallocated capacity were not given to re- 
place the abandonment loss, Michigan 
Wisconsin might well obtain a part of it. 
Since Panhandle’s saturation was only 4 
per cent less than that of Michigan Con- 
solidated, even some weight given to the 
substantially lower saturation of Michi- 
gan Wisconsin could have indicated a 
decision against abandonment. 

The petitioners contended that the 
commission erred in ordering total 
abandonment based on a system-wide 
comparison of average heating satura- 
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tions rather than first determining which 
of Panhandle’s customers had lower 
saturation than Michigan Consolidated 
and which, therefore, should receive the 
abandonment gas and in what amounts. 
While the court did not say that the com- 
mission may never rest total abandonment 
on a comparison of needs based on sys- 
tem-wide averages rather than individual 
communities, it held that the commission 
could not do so without an explanation 
of the circumstances which are believed to 
require it. The need for such an explana- 
tion is particularly pressing where, as 
here, a gas supply which would « rdinarily 
be available to certain communities is al- 
located to other communities in order to 
facilitate an abandonment, the court said. 


Capacity-demand Ratio 

The commission’s second test of rela- 
tive needs, the capacity-demand ratios, 
measured the ability of each system to 
meet the peak-day demands of its cus- 
tomers. It was found that American 
Natural was able to supply 96 per cent 
of the gas consumed on its system on a 
peak day, and Panhandle only 83.5 per 
cent. Objections were raised to this test, 
but the court did not determine them. 
Since the case would have to go back to 
the commission because of the defective 
space-heating comparison, the commis- 
sion would then have an opportunity to 
consider the objections to the capacity- 
demand comparison. The court sustained 
the commission’s view that the economic 
burden on Panhandle in using expensive 
manufactured gas to meet its shortages 
would be greater than the cost to con- 
sumers in the Detroit area for American 
Natural replacement gas. 


Replacement Gas 


Petitioners further claimed that the 
commission was in error in finding that 
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there was sufficient unallocated gas on the 
American Natural system to replace the 
127,000 Mcf of abandonment gas. The 
unallocated 57,000 Mcf of American 
Louisiana expansion gas, they said, was 
initially authorized, at least in part, on 
determination that Michigan Wisconsin’s 
customers urgently needed the gas. The 
court did not think, however, that it was 
beyond the commission’s authority to find, 
on a valid comparison, that other markets 
are now in greater need of the gas. But, 
as previously noted, the comparison used 
was not valid since it failed to accord 
proper consideration to the needs of 
Michigan Wisconsin’s customers. A 
proper comparison would have to be made 
on remand. 

The court sustained the commission’s 
allowance of “overpumpage” gas which 
would be available on the American 
Natural system by full-time operation of 
American Louisiana’s spare compressors 
and by taking gas from the fields at maxi- 
mum contract demands. In view of the 
necessary remand of the case, the court 
did not decide questions raised in connec- 
tion with American Louisiana’s reserved 
gas allocated to Michigan Consolidated 
without notice to petitioners who claimed 
an interest in it. 


Total Separation Criterion 


The commission considered total 
separation of Panhandle and Michigan 
Consolidated a major benefit and relied 
upon it as an element of the public inter- 
est supporting abandonment. The com- 
mission might know, the court pointed 
out, whether the expenses and delays of 
litigation and other social costs of a long- 
standing controversy have adversely af- 
fected quality and cost of service to the 
consumer. Such information is relevant 
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to the question whether the public con- 
venience permits abandonment. And the 
commission may have expert knowledge, 
not requiring evidence of record, that 
each system, as the commission had in- 
dicated, would be more efficient and 
stronger after abandonment. But, in any 
event, it could not invoke particular 
knowledge, sight unseen, under the cloak 
of past experience, the court declared. 
The commission must reveal what this 
knowledge is and how it supports the con- 
clusion for which it is invoked. 


Settlement Proposal 


After the original abandonment order 
was issued, but before the petitions for 
rehearing were denied, Michigan Con- 
solidated proposed a settlement. Under 
this proposal the full 127,000 Mcf of 
abandonment gas would be available to 
Panhandle during the winter months. In 
the summer months Panhandle would sup- 
ply the same annual volume to Michigan 
Consolidated, which would store the gas 
to meet the next winter’s heating needs 
of its customers. 

The commission had refused to con- 
sider this proposal, “whatever its merits,” 
and had excluded American Natural and 
its customers from the postabandonment 
allocation proceedings. The court held 
that the commission should have con- 
sidered the proposal at some stage of the 
proceedings, as an alternative to total 
abandonment, even though Panhandle re- 
jected it. The court noted that the pro- 
posal promised to fulfill the commission’s 
objectives of distributing gas to the con- 
suming public on the basis of need, even 
more fully than total abandonment. Michi- 
gan Consol. Gas Co. et al. v. Federal Power 
Commission et al. Nos. 14975 et al. April 
29, 1960. 
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Other Recent Rulings 


Town Appeals Rail Service Case. The 
Massachusetts supreme court held that a 
town had standing to appeal from a com- 
mission decision allowing a railroad to 
discontinue railroad station and passenger 
service, where the commission had per- 
mitted the town to intervene in the ad- 
ministrative proceeding. Town of Wil- 
mington v. Massachusetts Dept. of Pub. 
Utilities et al. 165 NE2d 99. 


Separate Ticket Agency. Even though 
an interstate bus company was properly 
required to participate in a city union sta- 
tion with a common ticket agent, the 
North Carolina supreme court ruled that 
the state commission could not, without 
unduly burdening interstate commerce, 
prevent the company from operating a 
separate ticket agency. North Carolina 
ex rel. Utilities Commission v. Atlantic 
Greyhound Corp. 113 SE2d 57. 


No Jurisdiction by Consent. Jurisdic- 
tion over a subject matter may not be 
conferred by consent, waiver, or estoppel, 
a Pennsylvania court pointed out in dis- 
missing an improper appeal. Blythe 
Township Municipal Authority v. Penn- 
sylvania Pub. Utility Commission, 159 
A2d 256. 


Contract for Relocation of Factlities. 
A Pennsylvania superior court found 
nothing unreasonable about a contract be- 
tween a gas company and municipal au- 
thorities whereby the latter agreed to pay 
for the relocation of gas lines in con- 
nection with the construction of an air- 
port, even though payment for part of 
the relocation would be postponed until 
such time as the lines, left inaccessible 
under the runways, should become unserv- 
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iceable. County of Allegheny v. Penn- 
sylvania Pub. Utility Commission et al. 
159 A2d 227. 


Limited Use of Farm Crossing. In 
holding that landowners were properly 
restrained from using a farm crossing 
of a railroad for commercial purposes, 
which greatly increased the hazard to the 
public, the Wisconsin supreme court 
pointed out that the only purpose of a 
farm crossing is to accommodate the oc- 
cupants of adjoining lands. Weiss et al. 
v. Chicago, N. S. & M. Railroad, 101 
NW2d 688. 


Municipal Water Plant Return. The 
Wisconsin commission considered a re- 
turn of 5.5 per cent on a municipal water 
plant’s net book value rate base reason- 
able. Re Village of Brandon, 2-U-5299, 
February 8, 1960. 


Payments to Affiliate. The California 
commission said that it will carefully 
scrutinize relations between a utility and 
an affiliate which renders services or sells 
articles to the utility, in order to deter- 
mine whether or not the profits inuring 
to the affiliate in such transactions are 
reasonable and, among other tests, com- 
mensurate with those which would result 
from strictly arm’s-length dealing be- 
tween the utility and a nonaffiliate. Re 
Suburban Water Systems, Decision No. 
59646, Application No. 39299, February 
9, 1960. 


Illegal Highway Common Carriage. 
The California commission, in ordering 
a highway contract carrier permit holder 
to cease and desist from operating illegal- 
ly as a highway common carrier, pointed 
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out that the number of alleged contracts 
held by the carrier is not determinative 
of actual status, since the nature of the 
contracts, the circumstances upon which 
they were entered into, and the conduct 
of the carrier in connection with them 
might indicate illegal operation as a high- 
way common carrier. Re Chase (Kern 
Valley Transfer), Decision No. 59655, 
Case No. 6109, February 9, 1960. 


Sale of Telephone System. The Illinois 
commission approved the sale of a tele- 
phone company’s properties, franchises, 
and assets to another telephone company 
upon a showing that the public conven- 
ience and necessity required the rehabili- 
tation of the purchased system and that 
the purchaser intended to make the neces- 
sary repairs and convert the system to 
modern dial operation. Re Ashland 
Teleph. Co. et al. 46508, February 16, 
1960. 


Fixed Termini in Permit. The Colo- 
rado commission held that the inclusion 
of fixed points along the route in a pri- 
vate carrier permit classified it as an au- 
thority that contained fixed termini, not 
one that was descriptive of a route which 
would automatically give the holder the 
right to serve intermediate points. Cen- 
tennial Truck Lines, Inc. v. Burnett, Case 
No. 5162, Application No. 17109-PP, De- 
cision No. 53883, February 18, 1960. 


Water Company Return. A Massachu- 
setts commission considered a return of 
5.72 per cent on a water company’s origi- 
nal cost depreciated rate base reasonable. 
Re East Northfield Water Co. DPU 
13053, February 19, 1960. 


Certificate Transfer Denied. The New 
York commission refused to approve the 
transfer of a contract carrier permit 
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which appeared to rest substantially upon 
many interstate movements, while allow- 
ing the transferor to retain for himself or 
for sale to another the interstate certifi- 
cate authorizing operations between prac- 
tically the same points, since to do so 
would put two carriers in a highly com- 
petitive field, where formerly there had 
been one, without showing a need for the 
service. Re Blue Bus Service Co., Inc. 
Case 20221, February 23, 1960. 


Revenue Not Sole Criterion. The Mis- 
souri commission pointed out that the 
amount of revenue earned at an open 
agency station, although material in de- 
termining the use made of the station 
facilities, does not alone establish the 
presence or the absence of a public need 
for the services. Re Chicago, M., St. P. 
& P. R. Co. Case No. 14,311, February 
25, 1960. 


Rate Base Necessary. The New Jersey 
commission held that a rate base deter- 
mination is fundamental in any rate pro- 
ceeding. Re Erie R. Co. Docket No. 
598-11634, February 25, 1960. 


Stipulated Rates. Water company rates 
agreed upon by stipulation, which would 
yield a return of 3.72 per cent on the 
company’s reproduction cost new depreci- 
ated rate base, were approved by the 
Ohio commission. Re Marion Water Co. 
No. 28,519, February 26, 1960. 


Telephone Company Return. The Ohio 
commission approved a telephone rate in- 
crease which would produce a return of 
6.25 per cent on reproduction cost new 
less depreciation rate base, and com- 
mented that the return would enable the 
company to pay a dividend of 6 per cent 
on the equity portion of the rate base at 
a pay-out ratio of approximately 80 per 
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cent. Re Bucyrus Teleph. Co. No. 28,- 
086, February 29, 1960. 


Service Obligation. The Wisconsin 
commission held that a municipal water 
plant which held itself out to furnish 
service to a portion of a suburban district 
had an obligation to serve premises in 
the area. Worden-Allen Co, v. City of 
Milwaukee, 2-U-5312, February 29, 1960. 


Extended Operating Authority. The 
Colorado commission found that public 
convenience and necessity were established 
in the case of a motor carrier of packages 
up to 70 pounds seeking extended oper- 
ating authority, where the carrier offered 
exceptional service of a personalized na- 
ture, ease of billing, and lower rates than 
those of protesting freight truckers. Re 
Package Delivery Service Co. Applica- 
tion No. 16851, Decision No. 53976, 
March 4, 1960. 


Inadequate Service Not Shown. The 
Colorado commission held that motor car- 
riers seeking extended authority failed to 
establish the inadequacy of existing service 
where it was not shown that the appli- 
cants’ customer witness had requested the 
proposed service from existing carriers 
or that the existing carriers had failed or 
refused to render the service. Re Gold- 
stein Transp. & Storage, Inc. et al. Ap- 
plication Nos. 17186-PP et al. Decision 
No. 53980, March 4, 1960. 


Motor Common Carrier Certificate 
Sale. The North Dakota commission ap- 
proved the sale of a special common 
motor carrier certificate upon a showing 
that the purchase price was not exces- 
sive; the purchaser was fit, willing, and 
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able to provide the necessary service; and 
the transfer was consistent with the pub- 
lic interest. Re Gader et al. Case No. S- 
1511, March 4, 1960. 


Surcharge. The Wisconsin commission 
granted a municipal water plant permis- 
sion to surcharge customers located out- 
side the village an additional 25 per cent 
where the lower general service rate re- 
sulted from joint use of mains and other 
facilities for general service and public 
fire protection and the outside customers 
paid no part of the public fire protection 
rates. Re Village of Ellsworth, 2-U- 
5314, March 10, 1960. 


Customer Demand. In denying an ex- 
tension of motor carrier authority, the 
Colorado commission pointed out that to 
establish public need for such authority 
on the basis of customer demands for 
service, it must be shown that the cus- 
tomers were unable to obtain service from 
existing carriers. Re Aaron & Santa Fe 
Moving & Storage Co., Inc. Application 
No. 17503, Decision No. 54030, March 
16, 1960. 


Sale of Telephone Property. The Mis- 
souri commission, in the absence of facts 
indicating a detriment to the public from 
the sale of a telephone company’s assets 
to another company, granted the purchas- 
ing company permission to acquire the 
plant and properties of the other com- 
pany, issue common stock in exchange, 
and record on its books and records the 
original cost of telephone plant and re- 
lated reserves for depreciation based upon 
an original cost study a year before. Re 
Holt et al. Case No. 14,400, March 29, 
1960. 
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Electric Utility Companies to 
Quadruple Power-Producing 
Capability By 1980 
PLANS for quadrupling the elec- 
@ tricity producing capability of the na- 
Biion’s investor-owned electric utility 
@ companies in the next twenty years 
M were reported recently by Allen S. 
King, president of the Edison Elec- 

tric Institute. 

The results of a new Institute 
study on serving electricity require- 
ments in 1970 and 1980 show that the 
electric companies “stand ready and 
able to meet in full the future power 
needs of this country,” Mr. King 
said, 

The EEI study predicts that by 
1970 the electric companies will more 
than double their present power pro- 
ducing capability, reaching a total of 
263 million kilowatts, compared with 
127 million kilowatts at the beginning 
of 1960. By 1980, their capability is 
expected to reach more than 492 mil- 
lion kilowatts, nearly four times to- 
day’s total and almost twice that pre- 
dicted for 1970. 

“To provide the greatly expanded 
power supply systems of the future 
is going to require great sums of 
money,” said Mr. King. “Today, the 
electri: companies have about $43 bil- 
lion invested in electric plant and 
equipment. To reach the level fore- 
cast for 1970 will require about $52 
billion in new construction. 

“To double it again by 1980, the 
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compinies will have spent on new 
constriction from the end of 1970 
throug 1980 more than $91 billion. 
Altog: ‘her, then, during the next 
twent: years, more than $143 billion 
will |x required to expand the elec- 
— supply systems, a sum more 
than 


hree times the present invest- 
meni 

ver capita use of electricity, “one 
0! the best indications of a nation’s 
€-vonue strength and the well-being 
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of its people,” Mr. King said, is ex- 
pected to reach 7555 kilowatt-hours 
in 1970, compared to 4525 kilowatt- 
hours for every man, woman and 
child in the country in 1959. In 1980 
the forecast is about 11,800 kilowatt- 
hours. 

In 1970, the electric companies ex- 
pect their output to be about 1.2 tril- 
lion kilowatt-hours, more than double 
that of 1959. In the following decade, 
annual output will about double again, 
reaching an estimated 2.3 trillion kilo- 
watt-hours. The study predicts that 
by the year 2000, total electric power 
output for the United States will 
probably be in the range of six tril- 
lion to 10 trillion kilowatt-hours. 

The study notes that steam plants 
using coal, oil or gas will continue to 
be the principal means of meeting the 
nation’s electrical needs for many 
years to come. 

Mr. King pointed out that hydro 
plants will continue in second place 
for some years, but by 1980 the elec- 
tric companies’ nuclear power plants 
are expected to have 39 million kilo- 
watts of electric capability, to hydro’s 
25 million. Conventional steam ca- 
pability should reach nearly 417 mil- 
lion kilowatts. In the next twenty 
years, the EEI President noted, 
steam plants should nearly quadruple 
in capability, hydro about double, 
while nuclear plants should increase 
600-fold. 

In the nuclear energy field, Mr. 
King cited the extensive research and 
development activities of the electric 
companies, being conducted in co- 
operation with the U. S. Atomic En- 
ergy Commission and equipment 
manufacturers. One hundred and 
thirty-two companies are vigorously 
engaged in projects requiring the 
eventual investment by them of at 
least $650,000,000. 

“Should future developments im- 
prove the competitive position of nu- 
clear power sooner than expected, the 










































companies will utilize. nuclear ca- 
pability in place of some of the con- 
ventional steam capability planned for 
future years,’ Mr. King commented. 


Wisconsin Public Service to 
Spend $10,593,000 on 


Construction 


WISCONSIN Public Service Cor- 
poration will spend $10,593,000 for 
new construction in the year ending 
April 30, 1961, it was announced re- 
cently by Harold P. Taylor, presi- 
dent. The expansion program in- 
cludes new facilities to insure con- 
tinued good service to present cus- 
tomers and the extension of service 
to new customers. 

The largest single expenditure— 
$2,689,000 — will be made at the 
Weston plant in Marathon county to 
complete the construction of a 75,- 
000-kilowatt steam electric generating 
unit and for auxiliary equipment. 
The new unit is expected to be in op- 
eration in October of this year. It 
will increase the capacity of Weston 
plant to 135,000 kilowatts and total 
generating capacity of Public Service 
to nearly 500,000 kilowatts. 

Nearly $1,000,000 will be required 
to bring natural gas to Stevens Point, 
Whiting, Park Ridge, Oconto, Pesh- 
tigo, Marinette and Menominee. This 
money will be spent for gate stations, 
connecting lines and new distribution 
systems in these cities which will be 
receiving natural gas from Canada 
late this summer. 

Other additions and improvements 
in the production, transmission and 
distribution of gas will cost close to 
$2 million more. 

Expansion of the electric power 
transmission system will require 
$878,000. New substations and sub- 
station additions will cost $541,000. 

Electric distribution system ex- 
penditures will total $2,650,000. Ve- 

(Continued on page 16) 
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hicle and equipment replacement is 


expected to cost $375,000. 


Kellogg Appointment 


THE appointment of Donald F. Han- 
cock as assistant sales manager, Pow- 
er Piping Division, has been an- 
nounced by The M. W. Kellogg 
Company, New York. Mr. Hancock 
will be located at the Division’s sales 
offices, 711 Third avenue, New York 
city, and will report to Kenneth H. 
MacWatt, who was appointed sales 
manager of the Division earlier this 
year. 

Mr. Hancock joined M. W. Kel- 
logg in 1953 to handle the sale of 
power piping and power piping serv- 
ices to the steam-electric utility in- 
dustry. During this period, one of 
his major concerns has been the de- 
velopment and use of austenitic steels 
for high-pressure, high temperature 
power piping service. 


Consultant's Role In Business 
Is Theme of Book By 
Commonwealth Services Inc. 


THE consultant’s role in business 
management is described in a new 
forty-page booklet written for execu- 
tives by Commonwealth Services 
Inc., management and engineering 
consultants. It highlights the growing 
complexity of management functions 
and reviews one consulting firm’s ap- 
proach to management problems, ac- 
cording to W. B. Tippy, Common- 
wealth president. 

The book points out that both large 
and small firms can use consultants 
temporarily to gain the competitive 
advantages of more comprehensive 
staff work. Some other advantages 
include: an independent analytical 
approach, an objective point of view 
and broadened horizons for person- 
nel through contact with outside 
viewpoints. 

The nature and scope of a consult- 
ing firm’s work has often proved dif- 
ficult to present in brochure or book- 
let form, since its only products are 
the skills of individual staff members. 
The new Commonwealth book is de- 
signed around photographs of more 
than 85 Commonwealth consultants, 
with brief accounts of how they work 
in such diverse fields as general man- 
agement and organization planning, 
financing, industrial and labor rela- 
tions, insurance, marketing, public 
relations, design and consulting engi- 
neering, Mr. Tippy states. 

Copies may be obtained from Mr. 
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W. B. Tippy, president, Common- 
wealth Services Inc., 300 Park Ave- 
nue, New York 22, New York, or 
from Commonwealth offices in Jack- 
son, Mich.; Washington, D. C.; and 
Houston, Texas. 


Study Indicates Gas Industry 
Can Sell 57/2 Million Appliances 
In Next 5 Years 


GAS utilities and appliance dealers 
can sell nearly 573 million gas ap- 
pliances during the next five years, 
the American Gas Association re- 
ports in summarizing its new analysis 
of residential market potentials. 

Prepared by AGA’s Bureau of 
Statistics, the analysis indicates sales 
of gas-fueled appliances and residen- 
tial equipment can, with accelerated 
product development and sales pro- 
motional effort, exceed sales in the 
years 1955-59 by 14.8 million units. 

AGA estimates that in the five- 
year period ending in 1964, the gas 
industry can sell 18 million water 
heaters, 13.3 million ranges, 10.1 mil- 
lion space heaters, and 7.4 million 
central heating units. 

Also foreseen is the possible sale 
of five million clothes dryers, 3.3 
million floor and wall furnaces, and 
300,000 gas incinerators. 

The gas trade association estimates 
that half of the potential market— 
28.7 million units — represents re- 
placements of existing gas equip- 
ment. In addition, 21.6 million appli- 
ances would be installed in new 
homes or in existing homes not cur- 
rently using gas for the specific pur- 
pose involved, and 7.1 million units 
would replace competitive equipment. 

Daniel Parson, director of the Bu- 
reau of Statistics, pointed out that if 
present trends in gas appliance ac- 
ceptance continue and are not accom- 
panied by major product develop- 
ments or accelerated promotional ef- 
forts, sales in the next five years will 
total about 50.7 million units. This 
represents an increase of about 8 mil- 
lion units over sales in the five-year 
period ending in 1959. 


R-R Introduces Univac Ill 


THE Univac III computer system, 
newest addition to its line of large- 
scale electronic computers, was an- 
nounced recently by the Remington 
Rand Division of Sperry Rand Corp. 
A “solid state” computer, it was de- 
scribed as having a processing speed 
nine times faster than its predeces- 
sor, Univac II, and offering a 25 per 
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The term “solid state” refers 1.) the 
fact that the thousands of ek tron 
tubes standard in most computer; to- 
day have been replaced by co:po- 
nents such as transistors and !‘er- 
ractors whose action depend on the 
controlled flow of electrons in <olid 
substances. Heat problems and ‘ube 
failures are eliminated, and m> nte- 
nance is greatly reduced. 

“We are convinced that Univa II] 
represents the most advanced st. ;) in 


computer technology in the last ‘lec- 
ade,” Jay W. Schnackel, vice | 
dent of Remington Rand’s {| 


Vac 
Division declared in making th. an- 
nouncement. He called the new «om- 
puter “the lowest-cost computing sys- 
tem available in terms of cosi perf 
unit of output.” 
Univac III, he said, will reni for 


$15,000 to $30,000 a month, depend- 
ing upon the system requirements of 
the user. 

The new system has a unique “pro- 
gram interrupt feature” that auto- 
matically tells the computer when its 
peripheral equipment has finished a 
task so that it can instantly be put to 
work again. The computer can there- 
fore keep all of its associated equip- 
ment operating at all times. This has 
been achieved by using a printed cir- 
cuit similar to that in Larc, the giant 
computer designed by Remington 
Rand for the Atomic Energy Com- 
mission and shipped last week to the 
Lawrence Radiation Laboratory in 
Livermore, Cal. 

The entire contents of a standard 
letter-size file drawer can be stored 
on a single reel of tape and read by 
Univac III in 4.8 minutes. Reading, 
writing and computing can be carried 
on simultaneously. 


Dropository Provides "After- 
Hours" Service For Paying Bills 


MOSLER Dropository Corporation 
offers a “Dropository” specifically 
designed to meet the needs of public 
utility companies in providing means 
for customers to pay bills, etc., when 
offices are closed. Recently more «nd 
more utilities have realized that there 
are many advantages to be gained by 
providing this “after hours” service. 

A Mosler Dropository provides a 
means of depositing envelopes or oth- 
er objects in a repository without 
opening the same. The Dropositcry 
may be located in an area remote from 
the receiving container. The recciv- 
ing mouth of one type of Dropository 
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5 » 44 inches. The throat, how- 


a ill accept an object much larg- 
| an therefore cannot be jammed. 
fishp oof protection is made possible 
th» action of steel baffle fingers, 
ater cking with baffle teeth. Chutes 
{ th required lengths are used to 
sxten. the Dropository’s throat when 
he repository 1s remotely located. 

As «nother part of its line of “self 
rvic ”’ equipment, Mosler Droposi- 
wrv « so offers a ‘Payment Counter” 
jor in:-tallation in banks, or other col- 
ection s agents, to receive payment of 

Ayublic utility bills. 

Further information may be ob- 
Fined from Mosler Dropository Cor- 
q oration, Grandview, Missouri. 
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Midwest Publishes Bulletin On 
Power and Process Piping 
aPIPING systems fabricated and 
Merected by Midwest Piping Company, 
Inc., for power stations and indus- 
trial plants throughout the country 
are highlighted in a 24-page bulletin. 
The profusely - illustrated booklet 
includes “case history” studies of 17 
power plants and 15 industrial plants, 
with exterior and interior photo- 


Jeraphs and details on each fabrica- 


tion and erection job. Also included 


His a section on the complete line of 


welding fittings and flanges manufac- 
tured by Midwest, and illustrations 
of the numerous quality control tests 
employed at Midwest’s plants. 

A copy of the bulletin, designated 
Bulletin 60B, is available on request 
from Midwest Piping Company, Inc., 
1450 South Second street, St. Louis 


14 Missouri. 


New Booklet on Process Control 
Systems Describes Daystrom 
Approach 


A NI“W 12-page, three-color booklet 
which graphically outlines the Day- 
stron! approach to industrial process 
control systems is being offered by 
Daysirom’s Control Systems Divi- 
sion, La Jolla, California. 

Designed primarily for manage- 
ment and technical management, the 
booklet covers such subjects as the 


benctits of a total systems approach, 
wha! Daystrom means by single- 
source responsibility, and an explana- 


tion of Daystrom’s guarantee of 99 
per cent operational availability. 

lor a copy, write Daystrom, In- 
cororated, Control Systems Divi- 


sioi, Miramar Road, La Jolla, Cali- 


fornia. 
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Hubbard Introduces New 
Aerial Cable Hardware 


HUBBARD and Company has in- 
troduced a new and complete line of 
aerial cable material. 

Hubbard-Park plexiglas spacer; 
tangent mounting brackets; pole top, 
corner and crossarm mounting brack- 
ets are available, as well as grommets 
for all standard size cables. 

This hardware is hot dip galvan- 


ized and fabricated from new hot- 
rolled open hearth steel. It is suited 
for use on all types of construction. 


Vermeer Announces New 
Pow-R-Ditcher 


THE Vermeer Manufacturing Com- 
pany of Pella, Iowa, manufacturers 
of the Vermeer Pow-R-Ditcher line, 
has recently announced a new model, 
(Continued on page 18) 





many steps 








In this early machine 
shop screw patterns 
were first traced by 
hand, then threads 
cut by machines 
which are primitive 
by present day 
standards. 








vs. “ONE” 





This exclusive R & S service is made possible by 


this machine of our invention 


While present day office machines are far from “primitive”, their use 
in compiling rate bill analyses is un-economic and slow compared to 


our “One-Step” Method. 


Tracing the pattern of consumption with our monthly rate-bill 
analyses, puts all the threads for accurate future planning in the hands 
of rate engineers. Besides, this always up-to-date monthly data is 
invaluable in preparing and presenting rate cases. 

Switching over to the “One-Step” Method can be accomplished as 
simply as running an adding machine tape. Full details are in our 
booklet, “One-Step” Method of Bill Analyses. 


Write Dept. U-3 for your copy today. 


RECORDING & STATISTICAL 


CORPORATION 
100 Sixth Avenue + New York 13, N. Y. 






















































INDUSTRIAL PROGRESS—( Continued) 


the 31 Pow-R-Ditcher. The new 
ditcher is specifically designed to fit 
all 3-point tractor hitches. Built for 
contractors, municipalities, utilities 
and custom operators, the new ditch- 
er is rugged, quickly attached, eco- 
nomical and capable of digging a 
wide variety of trenches. 

The Vermeer 3P Pow-R-Ditcher 
has a digging width of 6 in. to 16 in. 
wide and will dig to a 44 ft. depth. 
The digging chain is the same as used 
on the largest Vermeer Pow-R- 
Ditchers. The tractor-mounted Ditch- 
er features an all-new hydraulic ac- 
tuated travel ratchet device that gives 
full control of digging speed from 
one control lever. The power is taken 
from the tractors hydraulic system. 
The PTO shaft is equipped with a 
double disc friction slip clutch for 
digging safety. 

Completely field tested, the ma- 
chine will be distributed nationally 
through Vermeer construction equip- 
ment dealers. 


Peoples Gas Light Expansion 


CONSTRUCTION will begin soon 
by The Peoples Gas Light and Coke 
Company of the northern section of a 
$23,000,000 interstation steel gas 
main, 29 miles long and 36 inches in 
diameter. 

Eskil I. Bjork, chairman of the 
company, said the new main, to ex- 
tend from the company’s North 
Shore station to its Calumet station 
on the far south side, will be built 
over a three-year period. It will pro- 
vide a necessary increase in capacity 
of the present distribution system 
and permit greater flexibility in meet- 
ing peak demands, thus benefiting 
customers of Peoples Gas in Chicago. 


New Through-the-Wall-Vent 
Heaters Added to Coleman 
"Decorama” Line 


THE Coleman Company is introduc- 
ing a new through-the-wall-vent gas 
heater with completely sealed combus- 
tion chamber. 

The new Coleman product is of- 
fered in models with input ratings of 
22,000 and 30,000 Btu for natural or 
LP gas. 

30th heaters have the same outside 
dimensions: width 30 in.; height 
(from floor) 30-3 in., and depth 9 in. 
The unit fastens to the wall studs with 
the base 4-3 inches above the floor. 

A windproof and waterprof vent 
of advanced design assures complete 
safety and full efficiency under high 
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wind or moisture conditions. 

Only outside air is used for com- 
bustion and all products of combus- 
tion are discharged directly to the 
outdoors. Sealed burners protect 
against lint. 

Styling follows the clean, modern 
lines of the manufacturer’s Decorama 
space heaters and retains the decora- 
tive feature which allows the lower 
panel to be painted to complement 
other home furnishings. 

Full information may be obtained 
from The Coleman Company, Wi- 
chita, Kansas. 


Improved High-Voltage 
Pothead Line 


TYPE AT potheads, rated 69 to 345 
kv, for pipe-type cable have been im- 
proved to meet increasing demands 
being made for high-voltage cable 
terminations, according to an an- 
nouncement by G&W Electric Spe- 
cialty Company. Variations in grade 
resulting in up to 200 psig hydro- 
static pressure in the cable can easily 
be accommodated by the improved 
potheads. 

Fully retained gaskets provide an 
improved pressure seal and simplify 
the pothead installation. A straight- 
through-type ferrule facilitates as- 
sembly and provides a stable conec- 
tion to the overhead line. The cable 
conductor is held rigidly in the ferrule 
by indenting. 

Simplified design and maximum 
interchangeability of parts in the im- 
proved AT pothead line result in 
lower costs. 

For further information, write 
G&W Electric Specialty Company, 
3500 West 127th street, Blue Island, 
Illinois—or contact the nearest G&W 
representative. 


G-E Mobile Radio 
Bulletin Available 


A NEW two-way radio bulletin 
(ECR-497B) showing communica- 
tion equipment available for busi- 
nesses has been issued by General 
Electric Company. 

It describes frequency allocations 
and the various combinations of two- 
way radio possible in each frequency. 
Also shown is the difference between 
tubed equipment and _ transistorized 
models, and how capital investment 
may be held down through building- 
block design. 

The publication contains sections 
covering amplifiers, portable hand- 
carried two-ways, desk-type base sta- 


tions, floor-mounted units, select; 
calling, antennas, microphones, « 
control, and pocket voice mess 
ceivers. 

Available in single copies 
General Electric Commun 
Products Department, P. © 
4197, Lynchburg, Va. 


Federal Pacific Issues Bullet on 
Rotary Handle Circuit Bree :ers 


BULLETIN 1425, an 8-pagi two- 
color bulletin on its revolut 
new rotary handle circuit bi 
and their use in switchboards, . 
centers, panelboards, and ei 
circuit breakers, has been pul 
by Federal Pacific Electric C 

Covering the complete line 
tary handle circuit breakers fri 
amperes through 800 amper« 
cluding EF, F, J, and M 
breakers—the bulletin describes | 
the features of the rotary | 
mechanism which is considere: 
first real change in AB breakers since 
1927 when the first practical mi ided 
case breakers were introduced. 

Copies of Bulletin 1425 may be 
obtained from Federal Pacific |*lec- 
tric Co., General Offices, 50 aris 
Street, Newark 1, N. J. 


Laclede Gas Plans $62,000,000 | 
Expansion Program 


LACLEDE Gas Company, St. Louts, 
Missouri, estimates its construction 
spending at about $62,000,000 in the 
five fiscal years until September, 
1964, according to H. R. Derrick, 
president. 

Of this amount, $48 million will 
be required as new capital. About 
$15,000,000 will be provided by a 
July bond-equity financing and _ the 
remaining $33,000,000 will come 
from later sale of securities other 
than common stock and from re- 
tained earnings, Mr. Derrick said. 


lary 
kers 
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Moloney Introduces 
"Duratherm" In Distribution 
Transformers 


MOLONEY Electric Company an- 
nounces that they are introdu:ing 
their new high temperature insula: ing 
paper “Duratherm” in distribu'ion 
transformers. The basic transfor ner 
design has not been changed and ! igh 
temperature oil will not be requir 4d. 

Transformers having “Duratherm 
insulation will have a 65 C \va 
rating in addition to the nomina 99 
C Kva rating. The 65 C rating will 
PUBLIC UTILITIES FORTNIGHTLY—JUNE 22. |96) 
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INDUSTRIAL PROGRESS—( Continued) 


be 1/2 per cent of the 55 C rating. 

Moloney Electric Company feels, 
however, that the full benefit of this 
nsulation will be realized only 
the utility industry has recom- 
.d ratings, loss ratios and operat- 
; actices. 


new 
whe 
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R-R Folder Describes 
“onstruction of Standard 
Typewriter 


)-A-MATIC Construction, an 
ive typewriter design that ena- 
e machine to be opened like a 
- for inspection right at the point 
<, is the subject of a colorful, il- 
ed new folder published by 
ngton Rand Division of Sperry 
Corporation. 
This construction, one of many ad- 
«| features of the completely re- 
‘le new Remington Standard Type- 
er, is a result of jeweled precision, 


engineering skill and craftsmanship. 
The typewriter covers can be removed 
in seconds and the inner assembly un- 
folded to expose all working parts 
within three minutes. 

The entire typewriter rests on a 
rugged cast base frame that assures 
the utmost in balanced alignment. The 
assembly can be opened and closed 
without disturbing any of the scores of 
precise adjustments so necessary for 
true typing quality. Thus, because of 
the meticulous care and quality control 
procedures that make Fold-A-Matic 
Construction possible, the entire con- 
cept of manual typing has entered a 
new era of operating efficiency. 

Other features of the new Standard 
include the exclusive Tested Tempo 
Touch which results in a light, fast, re- 
sponsive keyboard; exclusive high- 
speed carriage which is easier to re- 
turn; new three-way supports which 
assure precision-aligned typescript. 


Copies of this folder can be obtained 
at any Remington Rand branch office 
or by writing to the company at 315 
Park avenue south, New York 10, 
New York and requesting R 9043. 


Gas Industry Improves Safety 
Record in 1959 for 12th 
Consecutive Year 


THE nation’s gas utility and pipe- 
line companies in 1959 improved 
their accident frequency rate for the 
12th straight year, recording an all- 
time low of 7.31 disabling injuries 
per million manhours of exposure. 

The gas industry has established the 
longest unbroken record of lost-time 
injury reduction in U. S. industrial 
history, the American Gas Associa- 
tion said in summarizing the annual 
report of its Accident Prevention 
Committee. 

















Dated June 1, 1960 


Price 101.602% and accrued interest 


The Prospectus may be obtained in any State in which this announcement is circulated from only such 
of the undersigned and other dealers as may lawfully offer these securities in such State. 


FRANCIS I. duPONT & CO. 
DICK & MERLE-SMITH 
STROUD & COMPANY 


INCORPORATED 


FREEMAN & COMPANY 


JOHNSTON, LEMON & CO. 


June 10, 1960. 


This announcement is not an offer to sell or a solicitation of an offer to buy these securities. 


The offering is made only by the Prospectus. 


$25,000,000 


Baltimore Gas and Electric Company 


First Refunding Mortgage Sinking Fund Bonds 


448% Series due 1980 


HALSEY, STUART & CO. Inc. 
BACHE & CO. 
SHEARSON, HAMMILL & CO. 
WM. E. POLLOCK & CO., INC. 
IRA HAUPT & CO. 


STERN BROTHERS & CO. 


Due June 1, 1980 





COFFIN & BURR 


; INCORPORATED 
BURNHAM AND COMPANY 
COURTS & CO. 


THE ILLINOIS COMPANY 


INCORPORATED 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 








64 years of leadership in property valuation 
me AMERICAN APPRAISAL company 


Home Office: Milwaukee 1, Wisconsin 
Offices in 12 cities coast-to-coast 














CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 








BONI, WATKINS, JASON & CO., INC. 


Economic & Management Consultants 


37 Wall Street 919 Eighteenth St., N.W. 
New York 5, N. Y. Washington 6, D. C. 


Rate Cases Management and Market Studies Rate of Return Analysis 
Cost of Service Determination Economic and Financial Reports 








BURNS and ROE, Inc. 
ENGINEERS e CONSULTANTS e CONSTRUCTORS 
Engineering and Design © Research and Development @ Construction 
Electric, Steam and Hydro Plants © Aeronautical and Missile 
Facilities @ Surveys © Nuclear, Chemical and Industrial Plants @ 
Transmission © Distribution © Reports 


160 WEST BROADWAY, NEW YORK 13, NEW YORK 
Washington, D. C, e Hempstead, L. |, e Santa Monica, Calif. 








SERVICES INC. Management and Business Consultants 


300 Park Ave., New York 22, N. Y., MUrray Hill 8-1800 


a 
Common wealth 1 Main St., Houston 2, Texas, CApital 2-9171 
i612 K St., N.W., Washington 6, D. C., STerling 3-3363 


ASSOCIATES INC. Consulting and Design Engineers 
Commonwealth Building, Jackson, Mich., STate 4-6111 








Day & ZIMMERMANN. INC. 


ENGINEERS & CONSTRUCTORS 
NEW YORK PHILADELPHIA CHICAGO 


Design — Electric Line Construction — Management — Reports and Valuations 
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- Design 

- Engineering 

- Construction 
DRAKE & TOWNSEND 


Incorporated 


11 WEST 42ND STREET, NEW YORK 36, N. Y. 


A LP-gas 
EMPIRE GAS : peak shaving 
ENGINEERING CO. plants tor 


+ municipalities 
P.O. Box 1738. + Industry 


A + design 
Atlanta 1. Georgia + construction 





Ford, Bacon & Davis 


VALUATION CONSTRUCTION 


NEW YORK @ MONROE, LA. @ CHICAGO @ SAN FRANCISCO 














FOSTER ASSOCIATES, INC. 


Rate Cases @ Cost of Service and Other Regulatory Methods 
Rate of Return Analyses @ Rate Design 
Natural Gas Field Price Problems @ Economie and Financial Reports 


1523 L STREET, N.W. 326 MAYO BUILDING 403 EMPIRE BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA CALGARY, ALBERTA 














Francisco & JAacosus 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Service Centers and Operating Headquarters 


New York WESTBURY CLEVELAND TUCSON 














GIBBS & HILL, Nc. 


Consulting Engineers 


DESIGNERS ¢ CONSTRUCTORS 
PENNSYLVANIA STATION NEW YORK 1, N. Y. 
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ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
READING, PA. 


WASHINGTON ¢ NEW YORK 


GA GILBERT ASSOCIATES, INC. 


FOUNDED 1906 








W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. Y. 








HARZA ENGINEERING COMPANY 
Consulting Engineers 
Calvin V. Davis : Richard D. Harza E. Montford Fucik 
REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
IRRIGATION — RIVER BASIN DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 








HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1350 HOLLY AVENUE e COLUMBUS, OHIO 








JENSEN, BOWEN & FARRELL 


ENGINEERS 


APPRAISALS — DEPRECIATION STUDIES — PROPERTY RECORDS 
COST TRENDS — SPECIAL STUDIES — REPORTS 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
Michigan Theatre Building Ann Arbor, Michigan NOrmandy 8-7778 








Personalized Piping System Flexibility Analyses 


Piping flexibility studies made with Available on a confidential basis 
Kellogg’s electronic computer, to consulting engineers and engineering 


individualized on your company forms. departments. Write for details to: 
FABRICATED PRODUCTS SALES DIVISION 


The M. W. Kellogg Company, 711 Third Avenue, New York 17, N. Y. 
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Tee Ru Lyi an lopovalion 


PN GEINEENS « CONSTRUCTORS 
POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS ¢ REPORTS 


1200 N. BROAD ST.> PHILADELPHIA 21, PA. 








William S. Leffler, Engineers Associated 
Utility Management Consultants for past 35 years Specializing in 
GAS CLASS COST ANALYSES for Developing CLASS RATES REGULATORY 
oe ype OF RETURN and UNIT COSTS for use in meanenciens 
TELEPHONE RATE CASES AND MODERNIZATION of Rate Structures PROBLEMS 
Send for brochure: “The Value of Cost Analysis to Management” 
17 BAYWATER DRIVE DARIEN, CONN. 











N. 4. LOUGEE & COMPANY 


Engineers and Consultants 


RATE CASES—APPRAISALS—DEPRECIATION STUDIES 
BUSINESS AND FEASIBILITY STUDIES—REPORTS 


120 Broadway New York 











CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Reports 
Design and Construction Management 
Steam, Hydro Electric and Diesel Plants—Gas Turbine Installations 
BOSTON. MASS. “<- CHARLOTTE. N. C. 











MANAGEMENT SERVICES FOR THE TRANSIT INDUSTRY 


e complete management 
® consultation 
e special investigations 


NATIONAL CITY MANAGEMENT COMPANY 
Prudential Plaza — Suite 3500 ° Chicago 1, Illinois e MOhawk 4-6500 


NATIONAL CITY 














CONSULTING, DESIGNING AND > i SPECIALISTS IN 
OPERATING ENGINEERS ACCOUNTING, FINANCING, RATES, 
PURCHASING \ Ze INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET CHICAGO 4, ILLINOIS 
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Special Operating Studies a A cv 
Planning and Design i j \ C ) \ 
Reports for Financing 


Economic Studies 


een nehons os , 


1025 Connecticut Ave., N.W., Washington 6, D.C. 
61 Broadway, New York 6, iv. 








SANDERSON & PORTER ENGINEERS 
DESIGN e CONSTRUCTION 


NEW YORK NEW YORK 








HHH eee 
SARGENT & LUNDY 
; ENGINEERS 
Consultants to the Power Industry 


@ STUDIES @ DESIGN @ SUPERVISION 
140 South Dearborn Street, Chicago 3, Ill. 


ESTO TOT ET Ts 


HUVUETAOUOANUEUDUAEUEEDAAETEET EEE EET EEE 








STANDARD RESEARCH CONSULTANTS, INC. 


Rate of Return © Valuations © Capital Costs 
Customer Surveys © Depreciation Studies 
Regional Economic Studies ® Property Records 


345 Hudson St. Watkins 4-6400 New York 14, N. Y. 








TONE: WEBSTER Ea 
BOSTON 


CHICAGO 
ENGINEERING CORPORATION roa 

SAN FRANCISCO 
DESIGN + CONSTRUCTION + REPORTS - APPRAISALS am 


EXAMINATIONS »« CONSULTING ENGINEERING TORONTO 








€ 
Whitman, Requardt and Associates 
Publishers of the HANDY-WHITMAN INDEX 

DESIGN—SUPERVISION OF PUBLIC UTILITY CONSTRUCTION COSTS, 
now in its 35th year and a companion publication the 

REPORTS—VALUATIONS HANDY-WHITMAN INDEX OF WATER UTILITY 

CONSTRUCTION COSTS 

1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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BURNS & McDONNELL 


Engineers-Architects-Consultants 


4600 E. 63rd St. Traffieway 
Kansas City 41, Missouri 








LUTZ & MAY COMPANY 


Consulting Dngineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 











EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Usility Valuations, Reports ond 
Original Cost Studies 


910 Electric Butlding Indsanapolis, Ind. 


MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


COLORADO 














ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS aNd SERVICE CO. 


327 So. LaSalle St., Chicago 4, Ul. . 





PITTSBURGH TESTING 
LABORATORY 
Radiography—Soils Mechanics 
Testing—Inspection—Analysis 
Main Office, Pittsburgh, Pa. 

32 Laboretories in Principal Cities 








GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 


Investigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—insurance Surveys 


HARRISBURG, PENNSYLVANIA 


A. S. SCHULMAN ELEctric Co. 


Electrical Contracting Engineers 
founded 1890 
POWER STATION—INDUSTRIAL— 
COM MERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 


2416 S. MICHIGAN AVE., CHICAGO, ILL. 
Los Angeles 











INTERNUCLEAR COMPANY 


Nuclear consultants, engineers, and 
designers 
Economics of Nuclear Power, Reactor 
Analysis and Design, Shielding, 
Special Applications 


Clayton 5 Missouri 








SVERDRUP & PARCEL 


Engineers & Consultants 


Design, Construction Supervision 

Steam and Hydro Power Plaats 

Power Systems—iadustrial Plants 
Studies—Reports 


St. Louis ° San Francisco ° Washingtoa 














Jackson & Moreland, Inc. 
Jackson & Moreland International, Inc. 
Engineers and Consultants 
ELECTRICAL—MECHANICAL—STRUCTURAL 
DESIGN AND SUPERVISION OF CONSTRUCTION 


UTILTY, INDUSTRIAL AND ATOMIC PROJECTS 
a cane ae: ganas 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 
BOSTON — WASHINGTON — NEW YORK 








A. W. WILLIAMS INSPECTION CO., INC. 


Specialized Inspection Service 





Poles, Crossarms, Lumber, Piles, Crossties 
Preservative Treatment and Preservative Analysis 


208 Virginia St., Mobile, Ala. 
New York St. Louis Pertiand 
Inspectors stationed tnroughout the U.S.A. 
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Experience, 


Putting the An our experience took more than twenty 
years’ work with every form of figure problem—including 
yours. The result is a machine that will handle all utility 
figurework . . . today’s REMincToNn Ranp “99” Calculator. 


Experience taught us that accurate figurework is only 
achieved when your operator and the machine work well 
together. Answers as high as $999,999,999,999.99 are as 
easy as counting from one to ten, on the ten keys of a “99” 
Calculator. On the printed tape of a “99” Calculator, your 
operator is always certain all figures are entered and 
entered correctly. No more second checking and some- 
times third and fourth checking. Managers tell us that a 
“99” Calculator increases operator efficiency by 30% or 
more. Some of the jobs an operator and one “99” Calcu- 
lator solve for you are: 


Large User Billing 

Fast Meter Adjustments 
Minimum Bill Prorations 
Operating Statements 
Tax Calculations 

Payroll 

Invoice Verification 


No other calculator works so hard for so little. Costs you only 
pennies a day to own a “99” Calculator. 


PRINTS THE ANSWER PLUS YOUR PROOF 
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Be 24850 
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Call your local Remington Rand Office or Agent (listed in the white 
pages) for a demonstration and free office trial. Generous trade-in 
allowance. Or mail coupon for free brochure. 





Remington. Fland 

DIVISION OF SPERRY RAND CORPORATION 

Room 1608, 315 Park Avenue South, New York 10, N. Y. 
Please send your brochure “The ‘99’ Printing Calculator” 
(C1249), no obligation of course. 


Name. 





Company 





Address 





City. State 

















NEW ANALYTICAL TOOLS HELP ELECTRIC UTILITY SYSTEM PLANNERS... 


fit new forms of generation 
to predicted loads 


"LARGE UNITS 


POWERFUL NEW MATHEMATICAL TECHNIQUES 
to analyze the type, size, location, and timing 
of new power generation facilities have re- 
cently been developed by General Electric en- 
gineers, working co-operatively with system 
planning engineers of several electric utilities. 
These techniques simulate, with a high degree 
of accuracy, the performance of future systems. 


NEW FORMS OF POWER GENERATION, many 
of them developed by General Electric, now 
offer electric utilities further cost-saving pos- 
sibilities. At the same time, vastly different 
capital-cost and fuel-cost characteristics of 
new units create a problem of choice. System 
planners who seek optimum generation expan- 
sion patterns are confronted by alternatives 
more numerous and more complex than ever 
before. 


TO DEVELOP SIMPLIFYING PROCESSES that can 
counteract processes of complication, electric 
utility system planners, together with leading 
electrical manufacturers, have been working 
to develop more effective analytical tools. 


General Electric’s new technique, using high- 


speed digital computers, is the most compre- 
hensive method now available for arriving at 


NUCLEAR 
UNITS 


SUPERCRITICAL 


PRESSURE SPINNING 
UNITS RESERVE 
i UNITS 


accurate cost modelsof future power generation 
patterns: 


e Units are scheduled on an equal incremental 
cost basis. 

e The computer model accurately represents 
hourly load variations throughout the 
period under study. 

Daily load cycles being simulated are con- 
tinuously modified to accord with days of 
the week, seasons of the year, and long-term 
growth trends. 

Units are started and stopped to meet 
spinning reserve requirements. 
Maintenance is done on the constant-risk 
principle. 


CO-OPERATIVE PLANNING SUPPORT is avail- 
able to your company. Contact your nearest 
General Electric Apparatus Sales Office for 
more information. For a copy of GER-1680, 
‘Computers Aid System Goumeation Plan- 
ning,” write to the General Electric Company, 
Section 604-03, Schenectady 5, N. Y. 


GENERAL @@ ELECTRIC 









